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EDWARD N. COLE 


Problems and Paradoxes 
in the Automotive Industry 


Car makers’ services to the American 


consumer, who eats his cake and has it too 


Automobile manufacturing is an ex- 
tremely complex, highly competitive 
industry—and only a small percentage 
of people outside of the business are 
aware of all the factors, conditions, 
uncertainties and possibilities that 
must be considered in every major 
decision. 

Most people, for example, have no 
idea of the long lead times required to 
bring out new models. They also have 
little comprehension about how public 
tastes can change—almost overnight— 
to throw two or three years of research, 
planning and spending out of the win- 
dow. They do not recognize that the 
automotive industry today is vastly 
changed from what it was even ten 
years ago. 

For one thing, the average customer 
of today is better educated, more so- 
phisticated and more discriminating, 
and he will be even more so in the 
years ahead. He knows specifically 


what he wants in a product and in 
service and he expects value for his 
dollar. 

This has resulted in an ever-increas- 
ing variety of products in terms of 
size, appearance, function, price, op- 
tions and equipment items. In effect, 
the American automobile industry is 
today producing a custom-made car for 
almost every buyer, but at a price 
which only volume could make possible. 
Our quality of workmanship is the 
highest in our history, yet we are con- 
stantly striving—on public demand— 
to do even better. 


PREDICTION AND CONTROL 


I would like to present some of the 
problems, challenges and plans of the 
automotive industry. In so doing, I 
hope to provide a better understanding 
of how and why our business operates 
the way it does. I use Chevrolet as an 
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example since this is the part of the 
business I know best. 

Automotive planners deal with 
many intangibles and changing situa- 
tions, but the plain truth is that our 
business, by and large, is both predict- 
able and plannable. I would estimate 
that we are about 80 percent sure, 
while 20 percent is in the guess-or- 
gamble category. In fact, our com- 
petition does more to upset the apple 
cart than anything else. 

We can forecast with reasonable ac- 
curacy the nation’s population and how 
it will be distributed by age groups 
and sections of the country. We can 
also predict the economic outlook far 
in advance, although we are tradition- 
ally conservative in this respect. 


The Known Factors 


For the automotive industy, speci- 
fically, we deal with many known fac- 
tors. We can chart the market demand 
during the year and in certain parts 
of the country, for example, as well 
as the early rush for luxury models, 
powerful engines and all the power 
equipment. We also know how many 
two-doors and four-doors and how 
many convertibles generally we will 
need during a given month, although 
completely new models sometimes fool 
us. 

We know that the low-price auto 
market operates on certain cyclic 
curves. Chevrolet traditionally is 
stronger in the even years, Ford in the 
odd ones. And this is not necessarily 
associated with our scheduling of com- 
pletely new styling changes. 

We have an elaborate IBM network 
which produces daily reports of what 
cars were sold by every Chevrolet 
dealer in the United States. This gives 
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us an instantaneous report of trend in 
public preference for types of cars, 
colors, special options. As a result of 
this information and dealer orders, 
we make weekly adjustment in our 
production schedules to fit the actual 
demand. 


Regional Sales Peaks 


We also know that sales during the 
model year will hit their peaks in the 
various regions of the country at dif- 
ferent times, largely influenced by buy- 
ing habits and weather. The Southeast 
area spurts first, followed by the 
Southwest and then the Atlantic Coast. 
People in the Midwest buy heaviest in 
the late spring and summer when their 
crops are assured; their truck pur- 
chases are delayed until the crops are 
harvested in the fall. The Far West 
has the least seasonal fluctuations of 
any section of the United States—in- 
fluenced to a large degree, we believe, 
by their more constant climatic con- 
ditions. 

These varying patterns of sales in 
different parts of the country cause 
real headaches for our production sys- 
tem. And for Chevrolet, this involves 
some 100,000 people located at 34 
manufacturing and assembly plants in 
24 different cities in 12 states of the 
United States. Naturally, we must vary 
each plant’s production to fit the sales 
needs of the area at that particular 
time. 


Flexibility and Inflexibility 


In this situation, we utilize overtime 
work to give us flexibility in produc- 
tive capacity. We prefer to go the 


overtime route rather than adding tem- 
porary employees because it rewards 
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our regular workers and also gives us 
greater assurance of quality work dur- 
ing the period of increased productive 
demand. In the final analysis, we fig- 
ure it saves us money to pay the over- 
time rate. 

One of our biggest headaches is the 
long lead time which must be allowed 
for our product programs. The product 
and tooling must be projected about 30 
to 36 months ahead. Construction of 
new facilities must be started 18 
months in advance. The final decision 
on any product detail must be made 
nine months to a year before intro- 
duction date. 

We have a 90-day lead time on trim 
fabrics. This means that three months 
before the public has seen our new 
product line, we must decide exactly 
the kinds and colors of fabrics they 
will buy during the first three months 
of the model year. Of course, we have 
a lot of experience and studies on 
which to base this decision, but it is 
still a tough one to make. Actually, 
Chevrolet solves this problem by carry- 
ing extra banks of finished trim at 
each plant. In addition—and this is 
important—we carry an extra two- 
weeks’ bank of uncut bolt materials in 
all colors at the Fisher Body plants. 
In this way, regardless of which way 
public preference goes at the start of 
our run, we will be able to handle 
virtually any demand. But we cannot 
afford to simply ride with the market 
and try to guess which way it will go 
and how strong it will be. 


INFLUENCING PUBLIC OPINION 


Through aggressive and progressive 
forward product planning, we can ex- 
cite and stimulate new interest in our 


own products and in those of the entire 
industry. 

The annual model changeover, for 
example, has been a major factor in 
expanding the annual automotive mar- 
ket here in the United States. Planned 
obsolescence has been the keynote to 
our growing industry since the second 
World War. 

Publicity, advertising and sales pro- 
motion activities are all designed to 
sell on a mass basis the new and ex- 
citing models which we offer to the 
American public each year. This is 
based not only on styling appeal, but 
also on the design improvements and 
modifications which give the customer 
a better transportation value for his 
dollar every year. 


Complications of Free Choice 


I mentioned earlier that our industry 
now custom builds cars and trucks to 
the buyer’s individual desires. While 
this is absolutely necessary in our com- 
petitive business, it also further com- 
plicates our entire operation. Let me 
demonstrate briefly what I mean in 
terms of Chevrolet’s 1961 product of- 
ferings. 

We have 30 separate passenger car 
models, including the Corvette and ten 
in the Corvair line. To meet the varied 
commercial needs for transportation 
vehicles, Chevrolet offers 186 differ- 
ent truck models. 

But this is just the beginning. In 
our regular passenger car line, we have 
a total of 165 equipment, color and 
trim options. This includes, for ex- 
ample, 24 different choices of power 
trains, 40 exterior color possibilities 
and 39 trim options. Similar breadth 
is available in our Corvairs and trucks. 
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This is the kind of wide customer 
choice which would allow Chevrolet— 
even if we included only body style, 
color, trim and equipment options but 
excluding accessories—to build its en- 
tire year’s output of passenger cars 
(1,850,000 in 1960) without making 
any two units exactly alike. 

This trend toward customized trans- 
portation is dramatized by the fact 
that ten new models have been intro- 
duced by American makers during the 
past 14 months. Eight of these are 
in the so-called “compact” category, 
all smaller and more economical than 
the standard size models produced by 
the parent companies. 


A Transitional Period 


As a result of these new entries, the 
American automotive market is cur- 
rently in an unusual transition period. 
While the 1950’s were devoted largely 
to upgrading our lines and producing 
more car for more money, we are now 
also doing our level best to produce less 
car for less money while retaining the 
basic dollar value of all these products. 

The result is that our industry is 
now offering the American buying pub- 
lic the greatest variety of transporta- 
tion vehicles in history in terms of 
function, appearance, size, equipment 
options and price. 

These new models have helped bring 
to our market more interest and excite- 
ment than we have had in many years. 
And our industry is bound to benefit 
from the vigorous stimulation of this 
increased competition. 


THE COMPACT CAR 


Students of the American business 
scene might be interested in some of 
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the research, planning and philosophy 
that preceded the introduction of one 
of these new models into the market. 
Iam referring, of course, to Chevrolet’s 
smaller car, the Corvair, which was 
introduced in October, 1959. 

We in General Motors had known 
for a long time that there was potential] 
in the U. S. for a smaller, more eco- 
nomical car. The only question was 
when it would grow to such propor- 
tions that it would be economically 
feasible for a mass producer like 
Chevrolet to enter the field. When it 
did, we had to be there with the right 
kind of product to do the job we 
wanted it to. 

Of course, smaller cars are not new 
to General Motors. We have produced 
and marketed such products overseas 
for more than 30 years. Nor was 
Chevrolet a novice in this field. We 
went so far on the post-war light car 
called the Cadet, in fact, that tools and 
dies were started and a new plant in 
Cleveland was underway before the 
project was cancelled in 1948. 


A Nine-Year Project 


First plans for the Corvair were 
begun in 1950. During the next six 
years, we tested every available type 
of smaller car, foreign and domestic. 
In addition, we built and tested a 
number of new experimental models in 
trying to find exactly the right design 
concept to satisfy this new market. 

We knew, of course, that we wanted 
a smaller, basic transportation vehicle 
which could be priced below our stand- 
ard models. But the real question was 
exactly what kind of car we should 
build and market to meet this new 
specialized transportation need of the 
American public. 
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The easiest solution would have been 
to use a paring knife on our regular 
size car. This would have meant keep- 
ing our traditional design concept, 
power and transmission combination 
while trimming some overhang and 
eliminating a few appearance and con- 
venience items. This would have given 
us some reduction in price, but prob- 
ably much greater reduction in value. 

To us, this new market represented 
a challenge to do something really 
different—something which might ex- 
cite the market while bringing new 
automotive advantages to the Amer- 
ican public. For example, in our work 
with foreign cars, we found a number 
of design features which were not only 
highly successful from a performance 
standpoint, but also very popular with 
the owners. This was particularly true 
of the rear engines employed by Re- 
nault and Volkswagon. 


Competition on Our Own Terms 


We didn’t want to build a foreign- 
size car. In the first place, it would be 
tough competing directly with the 76 
imports sold in the United States be- 
cause they can build and import cars 
into this country at about 80 percent 
of our cost. Secondly, we knew most 
Americans would demand a larger, 
more comfortable car than the foreign 
manufacturers offered. 

What we wanted then was a car 
which was smaller and more eco- 
nomical than our standard models, yet 
one which could take advantage of all 
the latest developments in design, engi- 
neering and manufacturing technology, 
whether in foreign or domestic cars. 
This would include using more alumi- 
num to reduce weight, a rear engine 
for a number of advantages, independ- 


ent rear suspension for better ride and 
handling characteristics and many 
others. 

This type of a car, we felt, would 
provide competition for the foreign 
models but on our own terms. It would 
put a lower price base under our en- 
tire line, yet would not give damaging 
competition to our regular line of new 
cars, nor depreciate the value of our 
one-year-old used cars. 


An Addition, Not a Competitor 


The sales of this new vehicle, in 
other words, could serve as an addition 
to our market—rather than feeding off 
the market we already had. This 
would be particularly true if we 
created a design which was different 
and exciting enough to stimulate a 
sizable number of new buyers into the 
market. 

On this basis, we planned that the 
Corvair would take 15 to 20 percent of 
our total passenger car sales for the 
first year. While ten-month figures 
show that the Corvair made up only 13 
percent of our sales, its current share 
is well over 15 percent. 

The most significant fact, however, 
is that sales of our standard Chevrolet 
passenger cars are running about equal 
to the 1959 pace. The Corvair, in 
other words, is doing just what we 
hoped it would. It has added plus busi- 
ness to our established Chevrolet line 
to give us a greatly expanded market 
for 1960. In fact, if our pace continues 
we could well establish an all-time in- 
dustry sales record during 1960. 


Developments and Decisions 


The Corvair was the culmination of 
a nine-year project. Although Chev- 
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rolet in 1957 had the basic product 
design it felt would meet the market 
needs in this area, many other devel- 
opments and decisions had to be made 
to insure its successful introduction. 
Specifically, some of these were: 


e Time for exhaustive testing of 
every component and then the finished 
prototype. 


e Time for technological develop- 
ment, specifically in aluminum and 
tires. 


e Time for construction of new 
production facilities. These included a 
new assembly plant and and aluminum 
casting plant, as well as major changes 
at two existing assembly plants and 17 
of Chevrolet’s manufacturing facilities. 


e Insurance of an adequate market 
potential. 


e Selection of a merchandising sys- 
tem which would allow our dealers to 
sell regular-size and smaller cars at the 
same time. 


e Establishment of a new distribu- 
tion system based on three assembly 
plants rather than the 12 available for 
the regular-size cars. 


e Decisions on pricing of the new 
model. 


e Decisions on the volume to be 
produced during the first year. 


e Determination of what specific 
models should be offered—and how 
many of each should be produced. 


These are some of the vital steps 
which any company must make before 
it can hope to successfully introduce a 
new model to the market. One mistake 
in any of these areas could mean the 
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loss of millions of dollars and even 
failure of a new product. 

This illustrates, too, why it is diffi- 
cult for the industry to reverse its 
direction overnight to follow a fast- 
changing public trend. It also demon- 
strates the great value of consumer re- 
search to anticipate public tastes and 
of aggressive selling—individually and 
collectively—once the new car is in- 
troduced. 


COMPACTS AND THE FUTURE 


Now the Corvair is launched, along 
with seven other new smaller, more 
economical models. What of their fu- 
ture and how will they affect the auto- 
motive industry? Certainly the success 
of the four units introduced a year ago 
has been dramatic, with 1960 calendar 
year sales of Corvair, Falcon, Valiant 
and Comet being estimated at 1,060,000 
units. 

Together with the Studebaker Lark 
and Rambler, the eight new entries in 
this field are expected to sell a total of 
1,670,000 units, or about 25 percent of 
the total U. S. sales for 1960. 

Obviously, the smaller cars have 
aroused the imagination of the Amer- 
ican public and stimulated new buyers 
into the market. But it is also true 
that many of their sales are coming 
at the expense of traditional models 
and anticipated sales of imports. 


Attrition and Realignment 


Two results seem obvious. One is a 
sizeable attrition among the more than 
70 foreign cars being sold in this 
country and a leveling off of total im- 
port sales. In fact, registrations dur- 
ing the first nine months of this year 
show foreign sales down 13.5 percent 
from the same period in 1959. And 
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their share of the total market has 
dropped 18 percent. 

The second result we can expect is 
some realignment of traditional Amer- 
ican makes during the next few years. 
This will be brought about as com- 
panies attempt to meld their lines so 
they can cut tooling costs and give 
greater dollar value to their customers 
rather than simply changing config- 
urations and sheet metal. 

Here is what Ward’s Automotive 
Reports, well respected trade journal 
of the industry, had to say about the 
impact of these new smaller cars on 
current and future markets: 

The auto industry is anxiously watching 
compact car sales for a clue to their role 
in the 1961 market. . . . While admittedly 
the seasonal buying pattern of the compacts 
differs from the big cars, whispered opinion 
is that some of the glamour may be rubbing 
off of the economy models. ... The compacts 


have failed to score any gains in market 
penetration despite the debut of four new 


brand names to the field... . Strength of the 
economy car dealer network is being put to 
the test for the first time. .. . The compact 


car will probably show continued market in- 
roads in 1961 but some brand names will 
surely be caught in the squeeze of the com- 
petition. 


Dinosaur and Mouse 


I am sure the smaller, more eco- 
nomical type of car is here to stay and 
its influence on our industry will be 
felt for many years to come. The only 
serious questions are how deep is this 
market, and how far the pendulum will 
swing. Frankly, I do not know the 
answer. But I cannot accept the view 
of one of my respected colleagues in 
the industry that the mouse will eat 
the dinosaur. 


The fact remains that a majority of 
people in the United States will need 
a larger, all-purpose car for the mul- 
titude of duties which the family car 
is called upon to perform. Most Amer- 
icans still enjoy luxury, and many are 
even willing to pay for it. 

Let me cite an example. The Corvair 
was designed to appeal to the economy 
buyer. Last year, however, we pro- 
duced a special luxury model we called 
the Monza for display at several auto- 
mobile shows. Public reaction was so 
favorable that we decided to put it in- 
to production by mid-summer. Thus 
far in the 1961 model run, more than 
30 percent of our total Corvair customer 
demand is in the Monza—our most 
expensive Corvair model. 


Austere Mink 


So there it is: what the public really 
wants is a more luxurious but less ex- 
pensive car. They would like to have 
interiors of austere mink. They want 
the greatest economy of operation they 
can get—without sacrificing their abil- 
ity to get away from the stop light 
fast. They want a smaller car—but 
with room enough to transport a 
family cross-country. 

A dealer friend of mine told me 
recently: “The American people don’t 
want a compact car. What they want 
is a compact price. I could sell a 20- 
foot car if it was priced at $1,695.” 

In short, the American people want 
to have their cake and eat it too. 
Fortunately, the American automotive 
industry is prepared and willing to 
let them do just that. 





STUART B. MEAD 





Investment Companies or 


Mutual Funds: Which? 


An appraisal of the similarities, differences, 


and comparative results of the two types 


Investment companies are corpora- 
tions that own securities of other 
corporations primarily for the purpose 
of obtaining investment income for 
their own shareholders. That is, in- 
vestors purchase the shares of invest- 
ment companies, obtaining dividends 
and profits or suffering losses from 
the firms’ security portfolios. After 
these companies have sold their shares 
to the public, their capital structure 
has been determined. Thereafter the 
buyer or seller of shares must make use 
of the regular security markets. For 
many years this was the only type of 
investment company, and it is now 
known as the closed-end type. In this 
study it will be called simply invest- 
ment company. 

The Massachusetts Investors Trust, 
created in 1924, with the same basic 
purpose as that of the closed-end type, 
differs in that it continuously offers 
new shares and redeems existing ones 


upon demand. This is the open-end 
type of investment company, better 
known as a mutual fund.! 

Only a few such funds were in exist- 
ence in the twenties, but they have 
since increased very rapidly, supplant- 
ing the investment company in popu- 
larity. 

The prospective purchaser of shares 
of companies investing in the shares of 
other companies must ask himself 
whether he wants to invest in the 
securities of closed-end investment 
companies or in the shares of mutual 
funds. The similarities, differences, 
and comparative results of these two 
types of investment companies are the 
subject of this study. 


Nature of the Investment Company 


The shares of closed-end investment 
companies are traded on the exchanges 
or over the counter like any other cor- 
porate security. As new shares are not 
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TABLE 1 


MARKET PRICE vs. NET ASSET VALUE FOR SELECTED INVESTMENT 
COMPANIES AND MUTUAL FUNDS — PERCENTAGE 
OF DISCOUNT 


June 30, December 31, 
1960 1959 1958 1957 1956 1955 
Investment Companies 
Adams Express Company .... 11.06% 7.86% 5.06% 10.67% 20.15% 16.88% 
American European Securities . * 5.89 *11.28 *15.04 * 9.85 *11.53 3.45 
American International Corp... 14.18 6.01 6.07 4.53 22.52 24.28 
Carriers & General Corp. ...... 12.41 9.60 4.19 10.82 17.15 22.85 
Central Securities ............ 15.07 18.50 26.89 29.99 19.41 26.18 
Consolidated Investment Trust. 20.76 14.19 8.53 * 1.05 4.67 8.60 
Dominick Fund .............. 22.29 13.79 13.46 22.15 25.26 18.20 
General American Investors ... 9.57 4.57 4.72 3.88 20.35 16.45 
General Public Service Corp. ... 18.93 15.04 8.78 16.16 11.24 7.91 
Lehman Corporation .......... 4.40 1.15 * 8.87 *13.79 *13.81 11.88 
Madison Fund ............... 17.82 16.20 18.40 22.64 31.96 24.12 
Niagara Share Corporation .... 14.52 8.40 16.69 20.29 29.34 28.62 
North American Investment ... *24.48 *25.42 17.69 * 3.07 24.18 15.05 
Tri-Continental Corporation .. 18.29 14.27 6.61 16.21 24.66 25.66 
U.S. & Foreign Securities ..... 20.52 18.72 13.33 17.84 8.68 26.19 
Mutual Funds 
deVegh Mutual Fund ......... * 8.93 © tae *17.69 * 3.03 
State Street Investment Corp... 1.02 * 2.98 1.69 * 4.09 712-74 * 671 


* Premium 


SOURCE: Computed from annual reports, and quotations from the Wall Street Journal 


continuously available, fluctuations in 
the price of these shares depends in 
part upon market conditions. While 
most of the investment companies is- 
sued new shares at least once during 
the fifties, the sale of the stock was 
handled in the usual manner through 
the customary investment channels. 
Unlike mutual funds, the investment 
companies do not redeem their shares 
at net asset value upon demand. They 
must be sold on the market. This is an 
important difference between the two 
types. Table 1 brings out the resulting 
variation between the net asset value 
and the market price of the investment 
companies being studied. The shares 
of most of the investment companies 
have regularly sold on the market at a 
price below their net asset value or at 
a discount. The amount of the discount 


has varied from year to year. As the 
redemption feature in connection with 
mutual funds prevents the sale of 
these shares at a discount, the second 
difference of importance is established. 

Included in Table 1 are the two 
mutual funds that have restricted sales 
of shares to the public.* Due to the re- 
demption feature, the shares of these 
two funds have generally commanded 
a premium. The holder of these shares, 
in case of forced sale, may always 
demand redemption of his stock, which 
is not true in the case of the shares 
of an investment company. 


Diversified Companies 


As opposed to the several types of 
mutual funds, there are only two pri- 
mary types of investment companies. 





16 BUSINESS TOPICS 


The first of these, the diversified in- 
vestment company, is comparable to 
the common stock type of fund. The 
primary difference is that the invest- 
ment company often exerts complete or 
partial control of other corporations; 
in this respect it acts as a holding com- 
pany. (As a result of the restrictions 
imposed by mutual funds upon them- 
selves in connection with their security 
portfolio, they could never become 
holding companies.) All fifteen of the 
large diversified companies are in- 
cluded in this study. Three small, un- 
listed companies have been excluded 
due to the lack of complete data. 


Specialized Companies 


The specialized investment com- 
panies restrict their portfolio to the 
securities of corporations in a single 
production area. Thus Petroleum Cor- 
poration limits its portfolio to common 
stocks of petroleum and natural gas 
companies. Other specialized com- 
panies restrict their holdings to the 
securities of two or three corporations. 
In the case of Equity Corporation, 70 
percent of its assets consist of the com- 
mon stock of two controlled subsid- 
iaries. Because of their restricted 
holdings, the non-diversified invest- 
ment companies have not been in- 
cluded in this study. 


COMPARISON 


While both types have the same 
basic purpose, there are a sufficient 
number of differences between them 
to make mutual funds and investment 
companies complementary rather than 
competitive. These differences are dis- 
cussed below. 





Winter 


Management Methods 


Competent research, planned pro- 
gramming and sophistication charac- 
terize the management of the funds. 
That is, fund managers are alert to 
changing financial trends. They not 
only provide the type of fund that in- 
vestors want but also back it up with 
adequate performance. But many pur- 
chasers of mutual funds are novices in 
the investment field. Funds sell them 
on planned savings program. Through 
planning, backed by sales effort, the 
funds constantly grow in size, and 
are now the more popular investment 
medium. The National Association of 
Security Dealers daily lists the quota- 
tions of 190 mutual funds. Nine of 
these funds started as closed-end com- 
panies. On the other hand, there are 
only 23 companies that qualify as regu- 
lated investment companies and are 
recognized by the National Association 
of Security Dealers. These few com- 
panies are all that remain of the sev- 
eral hundred formed during the twen- 
ties. No important investment 
company was organized during the 
fifties. 

In comparison with the mutual 
funds, investment companies have 
done little to push the sale of their 
shares. The funds have advertised, 
made the purchase and redemption of 
shares comparatively easy, and have 
introduced many ideas to push the sale 
of shares. All of the funds have various 
types of purchase plans and permit the 
reinvestment of dividends. Only the 


Consolidated Investment Trust has in- 
troduced a cumulative investment plan, 
and only Adams Express and Con- 
solidated Investment permit the rein- 
vestment of dividends, and then only 
of capital gain dividends. 
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To simplify the acquisition of mu- 
tual fund shares several of the spon- 
sors have established offices in most 
of the larger cities. The other funds 
are sold by local investment dealers 
and by many brokerage firms. While 
the shares of investment companies 
may be secured through any stock 
broker, the stock of most investment 
companies has a slow turnover. Thus 
during June of 1960 three of the in- 
vestment companies had an average 
turnover of less than 200 shares per 
week. In fact, two of them had weeks 
when not a single share was sold. Half 
of the companies being studied had an 
average turnover of less than 2,000 
shares per week. Only General Pub- 
lic Service, Lehman Corporation, Mad- 
ison Fund, and Tri-Continental have 
a regular active market. This slow 
turnover could be of importance to an 
investor attempting to sell a large 
block of stock or to the odd-lot buyer 
or seller. In other words, it might be 
easier to purchase a few shares or 
to redeem a large holding of shares in 
a mutual fund than it would be in the 
case of certain investment companies. 


Flexibility 


As mentioned above, mutual funds 
provide greater flexibility in type of 
investment. The point is important 
because it explains one of the primary 
reasons for the popularity of mutual 
funds: the investor can find what he 
wants. Different investors have vary- 
ing investment objectives, which can 
be summarized as the desire for capi- 
tal appreciation, the desire for safety, 
or the desire for income. There are 
available funds that satisfy each of 
these or possible combinations of them. 


While all of the funds being used in 
this study (see Table 2) primarily 
invest in common stocks, their stated 
objective or adopted policy vary con- 
siderably. The de Vegh Mutual Fund, 
Massachusetts Investors Growth Stock 
Fund, National Investors Corporation 
and T. Rowe Price Growth Stock Fund 
definitely state that they are primarily 
interested in long-term growth of capi- 
tal, with income being of secondary 
importance. Affiliated Fund and Pine 
Street Fund seek relatively high im- 
mediate return on the investment. The 
others are maintaining a middle-of- 
the-road position, in most cases with 
slightly greater emphasis on growth. 


Redemption Policy 


Another variation, that of share re- 
demption, has been discussed previ- 
ously. The fact that most funds re- 
deem shares at their daily quoted net 
asset value, without any redemption 
charge, also assists in making their 
shares more attractive, especially to 
the small, conservative investor. 

Shares of most of the investment 
companies, as brought out above, sell 
on the market at a discount from their 
net asset value. Due to the redemption 
feature mutual fund shares cannot fall 
below their net asset value. This gives 
an advantage to the investment com- 
panies, and yet at the same time the 
discount factor can be a disadvantage. 

The advantage arises from the fact 
that the purchaser of shares of an in- 
vestment company has the possibility 
of speculative profits. In fact, traders 
often make use of the shares in this 
manner. A study of Table 1 shows 
that the percent of discount varies. 
By purchasing shares when the dis- 
count is greater than usual and holding 
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TABLE 2 


GROWTH PERFORMANCE OF SELECTED INVESTMENT COMPANIES 


AND MUTUAL FUNDS CORRECTED FOR 
CAPITAL GAIN DIVIDENDS 





Winter 


Percent of Increase 








(1949-59) (1954-59) 

Investment Companies 
Addams HieGes MIGMOONY <6 iis ccs died bese wed siti vce were 214.93 % 69.81% 
Asnerican Muropean Securities... oi ceca cee eases eseenen 217.95 33.62 
American International Corporation ........................ 199.08 60.61 
Carriers @ General Corporation. ... .......... 0660 c cece ceene ens 320.94 71.63 
OSE OR SIS CTL Tr |S SOROS Ay ae tee are ane ernest MRT nire Beret nee 1265.42 226.10 
Gonsolidated Investment Trust... 6. ik kee eases ccc weds 256.77 80.00 
Sei le 2 1 A Sears as ees Rage GR tent Steer nee eee aero 123.31 23.22 
ASORCTAT AINETICHT BAVESUOES << 55. 5 ee Kind See a ois b5 om alae ao os 169.54 39.21 
General Public Service Corporation ........................- 98.00 56.24 
a ee a ee 167.70 46.96 
NERS URER UIE or Fee IGN Soh hc as onan ick nd, 2o0 siuiesahacd glad gue ee aE ota 124.90 30.82 
NIAEZATA PHBTC TOTPOLAVION =... 2. 26. ese ee vows Wh nese ws 310.01 91.34 
Nortn American INVeEsStMeNt «2.66. kk oie ae enises ecuisees eee 1395.23 116.97 
TripGontinental Gorporvanion « «©. 6.6 2k vee sae See ees ewee wee 351.16 59.20 
OR cae orl de ccs nc rare 375.57 56.82 

AWePACe TOriOrmMOnee 6.266 ook brea cece se sd daw cases 371.77% 70.83% 

Mutual Funds 
PAU Rea EE TRIN 802 0a 5 hoo Sraiain, SOs a onesies LORS aLe 137.44% 52.32% 
PEW ANNAN MUNN 3 523) e co aaa a wha id ola Gea es sewed aM nla dor ieuers 313.32 126.54 
rN NDITL OEMS 5.26436 1516 ay AB ES i TRB Di RUDI GA Bia esa rs 145.16 47.70 
RN IE Re hone noted Sule, axe) culilintin cre meens teen in snes nee 195.06 46.27 
TRUM CTI LUANOEUOES 65. boinc SER Raw DAR OLA D ewes ees 206.68 61.42 
PUR OVSUTII ANNE OES oo ooo f Sie Gia Ae ae eB ER pe ae 239.84 53.62 
ENE EC 2 0) Ra gE rE 199.39 59.98 
Massachusetts Investors Growth Stock Fund ................. 305.22 93.76 
Massachusetts Investors THUst . 6.666 6s eae eee wes oele eels 232.32 59.38 
Pee a is et ON MAAN a5. Fo ag a ins granic aad gab cas Botan te eg eee 209.33 45.87 
T: Rowe Price Growon Stock Pund ... .... discs ccc ca ces ecw 290.73 86.81 
Scudder, Stevens & Clark Common Stock .................... 215.40 64.49 
State Street Investment Corporation ........................ 143.58 41.15 
Tele ViSiON-ICCOTONICS FUNG... 2 ok k oe ees eee deccccees 291.48 74.95 
United Mand: Accumulative . .. 2.5.66 os vive cesses vate cneees 215.34 56.47 

Asrareise FGPTOrIR eso oh a ns Sees 222.62% 64.71% 


SOURCE: Computed from annual reports, and quotations from the Wall Street Journal 


until it becomes more favorable, even 
though the net asset value may have 
had only a slight change, a profit will 
be possible. This is the result of the 
fact that demand and supply and earn- 
ing power, as well as changes in the net 
asset value of the shares, contribute 
toward setting the market price. 


The Safety Factor 


On the other hand, the safety factor 
is evidently important to many pur- 
chasers of mutual funds. As of De- 
cember 31, 1959 two of the three larg- 
est funds were balanced funds. The 
ten largest balanced funds had total 
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assets about three times the total in- 
vestment in the fifteen investment 
companies and about three-fifths of 
the total assets of the ten largest com- 
mon stock funds. The primary ob- 
jective of the balanced fund is safety. 
Capital appreciation is not stressed. 
The extremely conservative investor 
in balanced funds would hardly be in- 
terested in the speculative profit con- 
nected with the shares of investment 
companies. That is, the holder of in- 
vestment company shares, in a period 
of market decline, will not only have a 
potential loss from a decline in the net 
assets behind the shares, but also a 
potential loss from increasingly great- 
er discounts resulting from loss of 
confidence on the part of investors. 


Cost of Acquisition 


The cost of acquiring the shares of 
investment companies is less than the 
load charge (sales commission) for 
mutual funds.* Even if the costs of 
buying and selling shares of invest- 
ment companies are totaled, the sum 
will be less than the load charge for 
mutual funds. (Most of the funds do 
not have a redemption cost.) This 
lower cost is a distinct advantage in 
favor of the closed-end type. 

While the following figures are par- 
tially approximations as a result of 
varying load charges in the case of the 
funds and taxes in the case of the in- 
vestment companies, they will help to 
illustrate the differences in the cost 
of acquiring shares of stock in the two 
types of investment companies. For 
example, if a small investor decides to 
invest $500 in the shares of a mutual 
fund, the load charge would be around 
$40. The purchase and sale of the 
stock of an investment company would 


cost about $25. The difference in favor 
of the investment company purchase 
becomes more pronounced as the size 
of the investment increases. 

As one to three percent of the load 
charge goes to the distributing com- 
pany acting for the sponsor, the above 
figures are not directly comparable. 
Thus, the dealer would receive about 
the same amount ($25) in either case. 
The difference in the case of the mu- 
tual fund would go to the sponsor of 
the fund. On larger sales the dealer 
fares somewhat better. 


Leverage 


Five of the investment companies 
are financed not only by common stock 
but also by bonds, bank loans or pre- 
ferred stock. Two mutual funds have 
bank loans, but the others issue only 
common stock. When senior securities 
(bonds and preferred stock) or bank 
loans are present, they have an effect 
known as leverage, which gives an ad- 
ditional speculative quality to the com- 
mon stock. These senior obligations 
and securities have first claim on earn- 
ings but the return on them is 
fixed. As a result there can be a 
multiplication of profits or of losses 
in connection with the common stock. 
That is, an increase or decrease of the 
earnings in relation to the amount re- 
quired to meet the fixed return on the 
senior securities results in an increase 
or decrease in the return on the com- 
mon stock. For example, if an invest- . 
ment company can produce a six per- 
cent return on each dollar of its 
investment and can borrow at four per- 
cent, then the common stock would 
receive an eight percent return rather 
than the six percent. The multiplied 
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TABLE 3 
STABILITY AND RECUPERATIVE STRENGTH OF SELECTED 


INVESTMENT COMPANIES 


AND MUTUAL FUNDS 


Decrease Decrease Increase Increase 


in Net 
Assets 


(Dec. 31, 1956 to Dec. 31, 57) 
Investment Companies 


in Market in Net in Market 
Price Assets Price 


(Dec. 31, 1957 to Dec. 31, 59) 














Adams Express Company ............. 22.56% 13.39% 28.11% 32.14% 
American European Securities ......... 25.19 26.31 13.18 14.64 
American International Corp........... 23.86 6.19 27.23 24.52 
Carriers & General Corp. .............. 14.70 7.77 34.29 36.14 
CEMUPALISCCHRIIES nw. cine eh addcn ces 27.16 36.73 166.03 209.55 
Consolidated Investment Trust ........ 14.43 6.20 44,25 21.61 
Cte ee | 1: hi a ee are 18.86 15.49 15.88 28.33 
General American Investors ........... 16.74 0.00 8.65 7.87 
General Public Service Corp. .......... 2.95 8.33 23.58 24.24 
Lehman Gorporation ....... 2. .6s.eess 17.81 17.65 35.21 17.65 
tre See. Otc: ear 14.44 212 25.96 40.18 
Miawara Share Corp. ....... 5.2 .c60000 19.99 9.75 1.72 17.16 
North American Investment .......... 33.89 10.13 55.11 88.73 
Tri-Continental Corp. ........66.66..088 9.27 0.00 37.72 40.90 
U.S. & Foreign Securities ............. 17.29 25.58 14.78 10.00 
Average Performance .......... 18.61% 12.41% 35.44% 40.91% 
Mutual Funds 
Aalinted Mund. 666s oe ocd sees snes 7.59% 28.47% 
deVern Mutual Wand ........6.00 00024: 13.77 31.97 
Divalent SWAKES. «4.6. css eases essere 12.09 27.08 
ta Tie Os a re 22.49 43.34 
Fundamental Investors ............... 19.10 44.54 
Incorporated Investors ................ 29.19 30.66 
Investors Stock Fund ................. 16.30 51.20 
Mass. Investors Growth Stock Fund .... 16.01 61.45 
Mass, Investors Trust .......6..s.6.% 16.42 43.41 
Pine ieee PUNE. . ws kee ik ce 14.29 29.81 
T. Rowe Price Growth Stock Fund ..... 9.51 46.85 
Scudder, Stevens & Clark Common Stock 17.28 48.17 
State Street Investment Corp. ......... 18.59 32.30 
Television — Electronics Fund ......... 17.65 65.57 
United Funds: Accumulative .......... 21.48 42.38 
Average Performance ........... 16.78% 41.84% 


SOURCE: Computed from annual reports, and quotations from the Wall Street Journal 


effect on the common equity is illus- 
trated in Table 3 by the percentage of 
increase in the net asset value of Cen- 
tral Securities, a very heavily lever- 
aged company, and North American 
Investment, a less heavily leveraged 
company. 

During the twenties most of the in- 
vestment companies were leveraged, 


but now they follow a more conserva- 
tive policy and finance only by means 
of common stock. In addition to Cen- 
tral Securities and North American 
Investment, other leveraged invest- 
ment companies are Carriers & General, 
General American Investors, and Tri- 
Continental. The last three are only 
moderately leveraged. The two lever- 
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aged mutual funds are Colonial Fund, 
formerly a closed-end company, and 
Investment Trust of Boston. Both 
have small bank loans. 

As long as the trend of stock prices 
is upward, leverage gives the advan- 
tage of a higher return on the common 
stock. But this can become a disad- 
vantage on the downside. The growth 
factor then becomes a loss factor, 
which multiplies as rapidly as did the 
gains, even to the point of complete 
loss. For example, the net asset value 
of a share of Central Securities on De- 
cember 31, 1949 was a deficit of $5.57. 
Even though this stock has benefited 
from the upward trend of stock prices, 
a downward spiral could result in a 
deficit once again. Leveraged stocks 
have possibilities for the speculator 
but should be avoided by the novice or 
the conservative investor. 


Performance During the Fifties 


Tables 2 and 3 give comparative per- 
formance percentages for the invest- 
ment companies and the fifteen mutual 
funds. The mutual funds consist of 
the ten largest funds, omitting bal- 
anced funds, the three largest no-load 
funds, and the two funds mentioned as 
temporarily not issuing shares.‘ Bal- 
anced funds, having a different objec- 
tive, should not be compared with com- 
mon stock funds, which are most 
closely comparable with investment 
companies. 

While capital gains are generally 
distributed as dividends by both in- 
vestment companies and mutual funds, 
they represent a partial return of the 
increase in the net assets or a return 
of the invested capital of the pur- 
chaser of shares. There are two types 
of gains: unrealized gains result from 
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the increase in the net asset value of 
the portfolio; realized gains arise from 
the sale of a portion of the securities 
in the portfolio. Upon distribution to 
the shareholders, the net assets will 
be decreased by the capital gain divi- 
dend. As a result the increase in net 
assets should be corrected by the capi- 
tal gain dividends. Only in this man- 
ner can true investment performance 
be measured. These percentages are 
shown in Table 2. In the case of the 
investment companies the market 
price, rather than the net asset value, 
has been used as the base. This gives 
a more equitable means of comparing 
investment company results with the 
mutual funds. 

While averages must be used with 
care, they are of assistance, especially 
in measuring performance. The fol- 
lowing accompanying averages might 
be of interest: 


For growth corrected for capital 
gains: 


10 year 5 year 
15 Investment companies 
Gut | Sale con 371.77% 70.83% 
10 Non-leverage com- 
VAINCM occas oars Reais 204.98 54.94 
15 Mutual funds studied . 222.62 64.71 
10 Largest funds studied 216.79 60.59 


The study of a limited number of 
investment companies and mutual 
funds shows what these particular or- 
ganizations accomplished, but it does 
not answer the question of which are 
the leaders. Generally investors are 
interested in securities showing out- 
standing performance. The following 
list shows the ten leading investment 
companies and mutual funds in terms 
of growth (increase in market price or 
net asset value corrected for capital 
gain dividends) for the ten years of 
the fifties: 
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North American Investment 


Corporation ..........+. 1,395,23 percent 
Central Securities ........ 1,265.45 
National Securities: Growth 

Stock Series ..........-. 386.95 
Petroleum Corporation of 

PAR INON y5 eedoh So i 381.20 
U. S. & Foreign Securities 

Gorporation .........:... 375.57 
Tri-Continental Corporation 351.16 
Keystone Custodian Funds: 

5 Ee eee cotian emery 347.98 
Carriers & General Corpora- 

LG CU enn ene arene 320.94 
de Vegh Mutual Fund .... 313.32 
Niagara Share Corporation 310.01 


The first two are the heavily lever- 
aged investment companies. The fifties 
were a period of rapidly increasing 
security values. This is the period of 
time causing heavily leveraged invest- 
ment companies to show outstanding 
performance. Seven of the ten are in- 
vestment companies. In Table 1 the 
narrowing discounts show that the 
fifties were a period of greater accept- 
ance of the investment companies by 
investors. This fact resulted in im- 
proved growth. 


Recent Growth 


In terms of more recent growth per- 
formance, the ten leading investment 
companies and mutual funds for the 
five-year period, January 1, 1955 
through December 31, 1959, are those 
in the list that follows. 

The shifting that constantly takes 
place at the top is well illustrated. 
While the heavily leveraged invest- 
ment companies still remain on the list, 
the others are mutual funds. In the 
case of the funds, the leading one for 
the ten-year period (National Securi- 
ties: Growth Stock Series) is not on 
the five-year list. Recent performance 
has been good, but not excellent. Of 
the others, three were formed during 





Winter 


the fifties (Diversified Growth Stock 
Fund, Washington Mutual Investors 
and Energy Fund) ; two are special- 
ized funds (Chemical Fund and En- 
ergy Fund); one is a highly volatile, 
speculative fund (Keystone Custodian 
Fund: S-4) ; and two are no-load funds 
(de Vegh Mutual Fund and Energy 
Fund). All of the funds are the rel- 
atively smaller and more flexible ones. 
The Chemical Fund, with net assets 
of $272 million, is the largest. 


Central Securities ........ 226.10 percent 


de Vegh Mutual Fund ..... 126.54 
Diversified Growth Stock 

CU gegen 117.28 
North American Investment 

Corporation: ............ 116.97 
Dreyrus Pund ...........+. 112.93 
Washington Mutual Inves- 

LS eae ee ener in 112.57 
Energy Pund ............ 109.58 
Keystone Custodian Fund: 

DEAE Sen seen keer 104.85 
Chemical Fund ........... 96.27 
Aberdeen Fund .......... 95.13 


The reader should remember that 
only one aspect of performance, cor- 
rected growth in market price or net 
asset value, is being considered. Per- 
formance in terms of investment in- 
come or price stability would give 
completely different lists. It is impos- 
sible for one investment company or 
mutual fund to combine all three and 
show outstanding results for any one 
of them. 


Stability and Recovery 


Table 3 compares the stability and 
recuperative strength of the invest- 
ment companies and mutual funds. 
Price stability is measured by the per- 
centage of decrease during the reces- 
sion year of 1957. All are negative 
figures or decreases: the lower the 
percentage, the better the perform- 
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ance. One interesting point is the re- 
lationship of market prices to net 
asset decreases in the case of the in- 
vestment companies. In most cases the 
decrease in market price proved to be 
the lower amount. But it should not 
be concluded thereby that investment 
companies have greater price stability 
during recession periods than do 
funds. Percentages for current per- 
formance do not substantiate such a 
conclusion. 

The remaining columns in Table 3 
measure the recuperative strength of 
investment companies and funds: their 
ability to overcome recession losses. In 
this respect the funds studied did 
slightly better than the investment 
companies. Comparative averages 
(based on market prices in the case 
of investment companies) are: 


Recupera- 
tive 

Stability strength 

15 Investment companies . 12.41% 40.91% 

10 Non-leveraged com- 

NES ce cr an SAft baa: 6x5 13.16 23.05 
15 Mutual funds ......... 16.78 41.84 
10 Largest funds ........ 17.83 43.81 


To bring out the constant shifting 
at the top, the following listing 
shows the ten leading investment com- 
panies and mutual funds in regard to 
the recovery in growth during the 
years 1958 and 1959. 

The two heavily leveraged invest- 
ment companies are still on the list, 
being joined by a very speculative, 
specialized investment company 
(American Research & Development 
Corporation). One of the leaders dur- 
ing the fifties (de Vegh Mutual Fund) 
has floundered during 1958 and 1959, 
showing a weaker performance. Most 
of the listed funds were organized dur- 
ing the fifties (Electronics Investment 
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Corporation, Value Line Special Situa- 
tiens, Diversified Growth Stock Fund, 
and Energy Fund) and most of them 
are specialized funds (Electronics In- 
vestment Corporation, Value Line Spe- 
cial Situations, Energy Fund, and 
Television-Electronics Fund). Except 
for Television-Electronics they are 
smaller funds. This undoubtedly sig- 
nifies that during an unpredictable and 
selective period such as 1958-1959, the 
smaller, more flexible fund has an ad- 
vantage, and the specialized fund even 
more so. 


Central Securities ........ 
Keystone Custodian Fund: 


209.55 percent 


PM hc wagile ee ear eak a 126.19 
Electronics Investment Cor- 

DOUG 66k 5 eh ceeds 104.10 
Value Line Special Situa- 

eee ome wen Te 101.45 
American Research & Devel- 

opment Corporation .... 100.90 


Diversified Growth Stock 

UN ules AD eararies 90.17 
North American Investment 88.73 
Breray Pund. ..........:. 84.20 
Dreyfus Pad ...~.....+.. 81.98 
Television-Electronics Fund 78.97 


Relative Return 


Table 4 continues the study of the 
performance of investment companies 
and mutual funds. This table brings 
out the percent of return on the in- 
vestment in terms of income and capi- 
tal gains, and the expense ratios. The 
dividends of investment companies and 
funds must be separated into two cate- 
gories: dividends from income and 
capital gain dividends. The investor 
should differentiate investment income 
dividends from capital gain dividends. 
The latter represents a return of cap- 
ital, which necessitates corrections in 
investment growth. This factor was 
considered above. 
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TABLE 4 
ANALYSES OF RETURN 


Investment Companies 


Adams Express Company ................. 
American European Securities ............. 
American International Corp. .............. 
Carriers & General Corp. .................. 
GentrAl ORUTIOS: woo ke veiw cans 
Consolidated Investment Trust ............. 


ee eu ee rr 


Lehman Corporation ......... 


Average Performance ............... 


Mutual Funds 


COON TS 0 01), (i a ee 
Gevoerh Matual Mund |. ....50.0...0.680000. 
Wry aC ORNIES og ane ks ora SG Sw ses 
ae A a cee ee eee are 


Fundamental Investors .... 


Incorporated Investors .................... 
Investors Mbork Mund: 0... os. os ees 


Massachusetts Investors Growth Stock Fund 


Massachusetts Investors Trust ............. 
Pate etter BEG: 6 ko ss i Ae ee Os ec 


T. Rowe Price Growth Stock Fund . 


Average Performance ............... 


General American Investors ............... 
General Public Service Corp. ............... 
LAUT AL 0 A See ee nC ae ene een nae 
Niagara Share Corp. ..... 0.2.6 ccs sees nen 
North American Investment ............... 
Tra-Continental Gorp.. . 20.6 6 cee eens 
U:S:; @ Poreign Securities ..............40% 


Scudder, Stevens & Clark Common Stock .... 
State Street Investment Corp. .............. 
Television-Electronics Fund ............... 
United Funds: Accumulative ............... 




















Average Average Expense 
Dividends Capital Gains Ratio 
(1955-59) (1955-59) (1959) 

eee: 3.45% 4.73% 14.31% 
bacnteag 2.37 6.61 20.43 
ee 3.30 5.89 17.62 
eri re 3.43 3.64 21.05 
eee 1.35 9.23 18.82 

es chete 3.23 2.30 4.38 
ertnuy ate 3.32 4.93 15.17 
nyetek 1.77 6.98 26.77 
ere 3.09 5.47 15.74 
asduaeee 2.03 4.18 17.30 
stinted 3.45 4.39 18.88 
ppetoren 2.45 4.35 21.57 
ee 1.99 9.98 15.94 
ere’. 4.78 1.63 7.78 
wxtlgtes 3.15 8.77 18.33 
sicoiies 2.88% 5.54% 16.81% 
ieee 3.65% 4.31% 12.41% 
Bahia 1.30 7.72 47.87 
wsacde ss 3.24 3.44 14.95 
paren 3.40 3.03 17.82 

pd cbiogd 3.14 2.84 21.03 
etece 2.48 4.37 22.59 
protien 2.76 1.77 19.57 

= aoe 1.90 3.29 22.73 
rete 3.36 1.43 5.77 
alah 3.61 4.75 11.87 
sess 2.10 4.47 32.29 
ees 2.68 3.17 24.28 
eters 2.86 5.57 17.92 
eae 2.79 4.26 23.42 
bade 3.33 2.89 na 
Seaces 2.84% 4.22% 21.04% 


SOURCE: Computed from annual reports, and quotations from the Wall Street Journal 


The dividend rates for investment 
companies are based on the closing 
market price on December 31; for mu- 
tual funds, the net asset value on De- 
cember 31. On the basis of the per- 
centages it appears as if many of the 
investment companies are more con- 
cerned with immediate return than 
with long-term growth. In this respect 
they more closely approach a conser- 


vative general fund, such as the Pine 
Street Fund, than a glamorous growth 
fund like Television-Electronics. 


Expense Ratio 


The expense ratio is computed by 
dividing total expenses by gross in- 
come from dividends and interest. This 
ratio shows the amount of gross in- 
come that is used to cover the man- 
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agement fee and other expenses. The 
management fee is what the sponsor 
receives for his services to the invest- 
ment company or fund. This fee, in 
most cases, amounts to about 1/2 of 1 
percent of the average net assets for 
a given period of time. In return the 
sponsor supervises the investment 
portfolio and provides the necessary 
research service. Most of the mutual 
funds have such a sponsor. Massa- 
chusetts Investors Trust is an excep- 
tion, its portfolio being supervised by 
a Board of Trustees. Most of the in- 
vestment companies are of the general 
management type comparable to Mas- 
sachusetts Investors, but Carriers & 
General, Dominick Fund, Lehman Cor- 
poration, North American Investment 
Company and Tri-Continental are 
sponsored. 

The percentage amount of the ex- 
pense ratio is a relative matter. If the 
ratio is not excessive and the investor 
receives satisfactory returns on his 
investment in the form of dividends 
and growth, he will probably conclude 
that he has a satisfactory investment. 
A high expense ratio, coupled with 
mediocre results, would be an undesir- 
able investment. In fact, the shares of 
an investment company or fund having 
a mediocre record and even a relatively 
low expense ratio should probably be 
sold or redeemed. 


Current Performance 


As investors know only too well, the 
current market is unpredictable, selec- 
tive and rather volatile. The stock 
averages are down. So are the invest- 
ment company and mutual fund aver- 
ages. Table 5 gives a brief resumé for 
1959 and the first six months of 1960 
of what happened in the case of the 
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ones being studied. In the case of the 
investment companies, market price 
is used as a base; for mutual funds, 
the net asset value. Even though the 
growth figures have been corrected 
for capital gain dividends, the results 
are not encouraging. Neither are mu- 
tual fund sales, which the National As- 
sociation of Investment Companies an- 
nounce to be 24 percent below the first 
six months of 1959. Only a few of the 
growth funds, such as Massachusetts 
Investors Growth Fund, have shown 
an increase over last year. Sales sta- 
tistics for investment companies are 
not available, but the decrease in mar- 
ket price and the increase in discounts 
would indicate investor resistance 
rather than acceptance. 


Evaluation 


This study has not been concerned 
with the best possible investment pro- 
gram for an individual investor. Such 
a program must be decided upon by 
each person after he has determined 
his investment goal and policies. The 
purpose of this study is to assist those 
who desire to broaden their holdings 
through the use of investment com- 
pany stock or mutual fund shares. The 
study also is not concerned with the 
senior securities of leveraged invest- 
ment companies, only with the common 
stock of investment companies, which 
is comparable to the shares issued by 
mutual funds. 

The shares of investment companies 
and mutual funds are a potential ad- 
dition to the security portfolio of many 
investors. The following general ad- 
vice may be of assistance: 


e Asa rule, the larger or more so- 
phisticated investor should invest in 
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TABLE 5 


RECENT PERFORMANCE OF SELECTED INVESTMENT 
COMPANIES AND MUTUAL FUNDS 


Investment Companies 


Adams Express Company ................. 
American European Securities ............. 
American International Corp. ............. 
Carriers @ General Gor. .... . ..0.6e..cdes. 
GRRUPATTSCCINAUICS, .,...g - coca has Goons iowewa 
Consolidated Investment Trust 
Dare I so Se ts. HS See 
General American Investors ............... 
General Public Service Corp. ... 
Lehman Corporation 
PUOEPN MRI ho Osos 4 292 Sew set 4 OR des 
Menwars tenare Gorm. ccs. <n cscs orsalews 
North American Investment ............... 
ari-Contanental Corp. .... 6.6 sees sees oes 
U.S. & Foreign Securities 


Average Performance 


Mutual Funds 
Affiliated Funds 
deVegh Mutual Fund 
Dividend Shares 
Fidelity Fund 
Fundamental Investors 
Incorporated Investors .... 
Investors Stock Fund 


Massachusetts Investors Trust 
Pine Street Fund 
T. Rowe Price Growth Stock Fund ... 


State Street Investment Corp. .......... 
Television-Electronics Fund .............. 
United Funds: Accumulative ... 


Average Performance 


Massachusetts Investors Growth Stock Fund. 


Scudder, Stevens & Clark Common Stock .... 
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Dividend Capital 
Increase or (Decrease) Rate Gains 
(1959) to (6-30-60) (1959) (1959) 
(5.53) % (8.11) % 2.95% 4.87% 
0.31 (19.00) 2.06 7.85 
(2.94) (12.88) 2.08 5.89 
(3.42) (7.08) 2.83 3.56 
57.37 (23.61) 1.04 11.04 
7.84 (16.36) 3.01 3.32 
9.22 (10.26) 2.49 4.41 
(13.06) (18.03) 1.72 6.69 
(4.65) 4.65 2.92 5.07 
(9.38) (4.96) 1.94 3.88 
3.44 (8.66) 3.20 4.37 
(18.53) (8.67) 1.52 3.19 
39.58 (5.59) 2.83 5.97 
(3.72) (4.84) 3.79 2.64 
(9.63) (13.68) 2.69 4.75 
3.13 % (10.47) % 2.47% 5.18% 
9.65 % (2.14) % 2.94% 4.81% 
3.12 (10.63) 1.32 4.67 
3.28 (2.95) 2.86 3.20 
7.57 (5.47) 2.68 3.21 
8.54 (5.37) 2.38 2.07 
16:21 (7.71) 1.78 5.63 
8.05 1.65 2.11 1.70 
13.88 3.68 1.45 2.50 
6.04 (5.52) 2.79 0.85 
3.92 (2.71) 3.25 5.88 
15.55 3.17 1.69 3.69 
13.73 (2.16) 2.26 5.65 
4.71 (3.51) 2.38 0.01 
20.46 2.52 2.00 3.84 
i Lara (2.81) 2.89 2.34 
9.36 % (2.53) % 2.32% 3.384% 


SOURCE: Computed from annual reports, and quotations from the Wall Street Journal 


common stocks. Since the investor 
thereby avoids the management fee 
accruing to the sponsor of the invest- 
ment company or mutual fund and 
since brokerage fees are less than load 
charges, the purchase of common 
stocks should give a higher return 
and be less expensive. Using the stock 
exchange purchase plan, the investor 
can buy in the same manner as he 


would if he were buying mutual funds. 
The large brokerage firms will give 
the same service as fund dealers, even 
assisting in the selection of the correct 
common stock to buy. But if this in- 
vestor should desire greater diversifi- 
cation or trading profits, mutual fund 
shares or the stock of investment com- 
panies should be considered. 
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e Mutual funds are an ideal invest- 
ment for the smaller or the unsophis- 
ticated investor. While most of the 
funds produce a fair return and ade- 
quate performance, study and compe- 
tent advice are necessary. There are 
funds with only a mediocre record. 


e The non-leveraged investment 
companies are suitable for the sophis- 
ticated investor or for those desiring 
trading profits. Many investors would 
like to take advantage of the many 
special situations constantly arising on 
the market. They do not have the time 
or inclination to discover them. Many 
investment companies have shown 
good results in this respect and at the 
same time afford the possibility of 
profits due to the fact that their shares 
sell at a discount from their net asset 
value. But the inexperienced investor 
should remember that, while you may 
buy the shares of investment com- 
panies at a discount, you will also have 
to sell at a discount. Only in excep- 
tional cases have these shares sold at a 
premium. 


e The leveraged investment com- 


panies, especially the heavily leveraged © 


ones, are speculative. Only a specula- 
tor or experienced investor should hold 
this type of investment. They are def- 


initely unsuited for the small, conser- 
vative investor. 


Complementary, not Competitive 


Many studies of investment com- 
panies and mutual funds® apparently 
place the two in a competitive position. 
The conclusion of this study is that 
they are complementary, not compet- 
itive. There are several types of mu- 
tual funds, which exist to attract in- 
dividuals with different investment 
goals. The investment companies take 
their place in this picture as an addi- 
tional medium attractive to other in- 
vestors. It is difficult to believe that 
the individual interested in Scudder, 
Stevens & Clark Fund, a very conserv- 
ative balanced fund, could be sold 
Central Securities, the most heavily 
leveraged investment company. 

Finally, the reader should remem- 
ber that this is a limited study and not 
a recommendation to purchase the 
shares of any given company or fund. 
The study covers only a few of the 
larger ones. Many of the smaller, 
more flexible funds have shown better 
performance, especially in recent 
months. Others have done very little. 
It must be remembered that study or 
competent advice is necessary prior to 
the purchase of shares of investment 
companies or mutual funds. 





1. For greater detail see Stuart B. Mead, 
“Mutual Funds as an Investment,” Business 
Topics, Spring 1960, pp. 43-57. 

2. The Lazard Fund and the State Street 
Investment Company are not selling shares 
at the present, but both redeem outstanding 
shares. The de Vegh Mutual Fund recently 
resumed the sale of shares. 


3. Among the funds listed by the National 


Association of Security Dealers are 18 no- 
load funds. These are sponsored by such 
reputable investment firms as Scudder, Stevens 
& Clark; they do not have a sales or redemp- 
tion charge, or only a nominal one percent 
charge at the time of redemption. The pur- 
pose of these funds is to handle collectively all 
of the small accounts that the firm cannot 
afford to handle individually. 
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4. The no-load funds used in the study are 
Pine Street Fund, T. Rowe Price Growth 
Stock Fund, and Scudder, Stevens & Clark 
Common Stock Fund. When issuing shares, 
the de Vegh Mutual Fund also does not have a 
load charge. When shares are not being is- 
sued, the existing shares, traded on the 
market, carry a commission charge. 
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5. In their study Doane and Hills definitely 
have investment companies competing with 
funds, concluding in favor of the investment 
companies without considering the speculative 
factors present. C. Russell Doane and Ed- 
ward J. Hills, Investment Trusts and Funds 
(Great Barrington, Massachusetts: Amer- 
ican Institute for Economic Research, 1959). 





Saal Prestige aid Government Bonds 


Investments which today seem most prudent and fortunate, may turn out in ten 
years fatal mistakes, owing to causes which the shrewdest calculator could neither 
foresee nor provide against. 

Our national debt, if it remains in existence long enough, will furnish a means 
of investment which will not be affected either by the fluctuations in the value of 
property or in the course of trade, let them be never so violent. The interest on it 
will be paid in coin, no matter what convulsions may occur in the commercial 
world or what changes may occur in the distribution of population or capital. So 
that a family which was determined to keep what it had got, and was not anxious 
to get more, would find in it an easy means of transmitting a large estate from 
generation to generation with little or no risk, trouble, or anxiety. 

Some of the consequences of this might be very important socially if not 
politically. It might create and perpetuate a class, possessing secured wealth and 
fixed social tastes and habits, which would gradually grow in influence and size 
as the wealth of the country increased by gathering to itself the sons of all the 
““new men,” and might at last form in each State a sort of aristocracy. Whether 
such a class could under our institutions secure any political influence is doubtful, 
but that it would secure a large amount of social influence there is little question, 
and though in many ways class feeling is highly objectionable, there are some 
ways in which a class of this kind would render considerable service to American 
society. It would create and keep up a more correct taste in art and literature 
by giving large numbers of educated persons time and means for their cultivation ; 
and it would communicate greater fixity to habits, modes of thought, and social 
usages, by transmitting them from generation to generation. 


Editorial, ““The Social Influence of the National Debt,” the 
Nation, July 13, 1865, abridged. 
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Business Leadership 


“Good leadership is the act of management. . .It calls 


for more risk than prudence, more understand- 


ing than tact, more principle than expediency.” 


In business, leadership immediately 
suggests a high level of responsibility, 
reliability, integrity. It involves vision 
beyond the needs and patterns of the 
present, willingness and boldness to 
break with tradition. Its goal is better 
products and services, worthwhile in- 
novations, greater total values. Many 
times it is necessary to educate to get 
the new accepted, and this too is a 
function of leadership. 

Successful business leadership re- 
quires a “bi-focal” approach: proper 
short-term regard for the problems, 
needs, and opportunities of the pres- 
ent, plus the wisdom and courage to 
invest time, talent and money in the 
opportunities of the future—the long- 
term view. 

Because it is the one I know best, I 
will use my own company as an ex- 
ample. At General Foods, we feel 
leadership must be demonstrated on a 
short-term basis by so _ successfully 


managing our business that we make 
progress in terms of sales volume, 
share of market, and profits — this 
quarter, this fiscal year. Long-term, 
we have the obligation to invest in the 
research, the development, and the ex- 
pansion that will yield future benefits 
to consumers, the trade, our employees, 
and the owners of the business—our 
stockholders. 

The development of the frozen foods 
industry is a good case in point. Here, 
GF saw in Clarence Birdseve’s new 
concept a possible boon to the consum- 
ing public—as well as to itself—if 
it could be made practical. Years 
of laboratory research disclosed that 
rapid freezing of most foods would 
result in superior products if they 
could be maintained at a low enough 
temperature until the homemaker was 
ready to heat and serve them. 

This required that suitable equip- 
ment for processing, storing, trans- 
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porting, and displaying frozen foods 
be developed and financed, and the new 
concept sold to enough food distribu- 
tors (as well as to the consuming pub- 
lic) to make the whole idea practicable. 
This took many years and consistent 
heavy losses in our Birds Eye Division 
through the 1930’s, a period when it 
required deep conviction and much 
courage to face a board of directors 
with the prospect of red ink for years 
to come. As we know, today the frozen 
food business, in which General Foods 
has a host of competitors, is a billion- 
dollar-a-year industry and is contin- 
uing to grow rapidly. We have made 
back the money we invested and then 
some. We are proud of the pioneering 
role GF played in this development. 
The soluble coffee story is another 
one where years of research, many 
millions of dollars poured into compli- 
cated factories, and educational work 
through advertising and sampling have 
built a total business that now is ap- 
proaching $400 million a year. Vir- 
tually all of this has occurred since the 
end of World War II. Because of our 
belief in the ultimate success of this 
product category, our Maxwell House 
Division has led the way with gratifying 
results. Despite the fact that there are 
many dozens of brands on the market, 
the soluble coffees of our Maxwell 
House Division account for over half 
of all sales in the United States, and 
this success has been extended into 
Canada, Great Britain, West Germany, 
and more recently into France and 
Japan. Leadership here has paid off. 


Private Brands 


I cannot resist a few comments on 
so-called “private” brands or retailer 
brands. The existence of such brands 


is understandable, and in my opinion 
is justified. With key products under 
their own labels, retailers are able to 
enhance their own identification with 
the consumer and it usually works out 
that lower prices can be offered to the 
public. Moreover, private brands often 
yield a greater profit margin percent- 
agewise for the retailer. 

But there is an aspect of this that 
should be clearly understood by man- 
agers and leaders of the retailer or- 
ganizations. So-called private brands 
appear, almost without exception, after 
a product category has matured to the 
point that virtually all risk is gone. 
Someone else has provided the leader- 
ship: someone else has done all the 
research work, made the false starts, 
and carried the financial burden of 
inducing the public to first try, then 
adopt, the new type of products that 
may be involved. 

By this time, competitors have be- 
gun to move in, the process becomes 
known to many, excess capacity begins 
to appear, and bidding for private 
label business starts. The retailer is 
now able to move in, take advantage 
of the excess capacity, the competitive 
bidding for business, and cash in on 
the fact that some of the consumers 
who have been educated by others to 
use the product will buy a private 
brand if it is available for less. 


MARKETING RESEARCH 


It is wise in the long run to keep 
well in mind the goose that could keep 
on laying golden eggs for everyone. 
The innovators, those showing leader- 
ship in the quest for better products 
for the future, must finance research 
out of the products we sell today. The 
people we pre-sell by advertising are 
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in effect helping to pay for the crea- 
tion and development of products of 
the future by buying our advertised 
products today. All the food industry, 
which has a stake in this kind of 
development of ever-better, more con- 
venient, more nutritious products for 
the future, therefore has reason to 
help, not hinder, the sale of advertised 
brands. 

Even now, we are engaged in heavy 
and expensive programs that we hope 
and expect will add greatly to the food 
industry’s knowledge of nutrition as 
well as flavor. To my mind, this is 
business and industry leadership. We 
are not philanthropists, however, and 
we confidently expect that we will find 
our rewards in new and better prod- 
ucts that the public will find to their 
liking. 

More and more we are discovering 
that we need better tools to help us in 
our job of exercising leadership in the 
food industry. We know from some 
rough experience that our own views 
as to what the public should like, and 
should buy, are not shared by enough 
of that public to insure the success of 
all of our new products. Market re- 
search is providing some of the tools 
we need, and experts in this specialized 
field are trying hard to develop even 
more sophisticated devices and tech- 
niques. 


Customer Acceptance 


Probing the consumer’s mind and at- 
titudes to try and identify just what 
she will and will not accept is becoming 
increasingly important. Responsible 
estimates place expenditures for scien- 
tific research and development in the 
U. S. at $11 to $12 billion in 1960. A 
significant part of this is devoted to 


BUSINESS LEADERSHIP 31 


the search for new and better con- 
sumer goods and services. Think of the 
valuable manpower and money that 
could be saved if all work on products 
doomed to failure—because the con- 
sumer ultimately would reject them— 
could be stopped or re-directed early 
in the effort. More positively, think of 
the increased drive and enthusiasm we 
could and would put behind projects 
that we knew in advance could lead 
to products that would have great con- 
sumer acceptance. 

Concept testing, which involves 
getting consumer reactions to descrip- 
tions of hypothetical products, is mak- 
ing real strides. Incidentally, to stim- 
ulate the effect of persuasive adver- 
tising, the descriptions try to spell out 
the proposed products’ advantages in 
tempting language. Sometimes, hand- 
tooled samples or sketches are used. 
This, too, is leadership: probing be- 
yond what we now have, what we now 
know, leading the way to better things 
for more people. 


Risk-Taking 


Despite all the probing and testing 
we may do, leadership in business in- 
volves risk-taking. This is true in re- 
tailing, as well as in processing. When 
a retailer organization projects the 
patte.n of growth of a city, for ex- 
ample, and invests, first in property, 
then in large, modern supermarkets, 
there is always the risk that the pro- 
jection will prove inaccurate for rea- 
sons that may not have been dis- 
cernible at the time. When a processor 
plows huge sums into research on 
dehydration, for example, it may or 
may not pay off, but such business 
risks must be taken by leaders. 
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If we waited until we were sure, 
then many ventures would never be 
undertaken; or we would simply fol- 
low someone else with a me-too product 
or service. It seems that there is a 
never-ending series of challenges with 
respect to decisions as to which new 
ventures should be pursued and to 
what extent. One reliable guide to 
follow in choosing new ways to assert 
business leadership relates to the de- 
gzee to which the new venture, if suc- 
cessful, would help those you are try- 
ing to serve—your customers. Leader- 
ship in offering better values, im- 
proved service, new or greater con- 
venience, or more selection, is very apt 
to meet with approval. 

The grocery trade—wholesalers, re- 
tail organizations, cooperatives—will, 
for example, more readily look to Gen- 
eral Foods as a leader if we are con- 
stantly finding ways to serve them 
more effectively and improve their own 
profitability. For example, our net- 
work of distribution-sales service cen- 
ters around the country now enables 
us to supply our customers with car- 
loads or truckloads of most all GF 
products mixed together. The service 
is so fast and reliable that food dis- 
tributors have been able to reduce their 
inventories substantially and thereby 
earn a greater return on funds in- 
vested. 


INDIVIDUAL LEADERSHIP 


Business leadership is not a product 
of factories, or even of electronic com- 
puters. Individuals, people like you 
and me, in the end have to make 
decisions, assume the risks, take the 
actions that spell leadership. Some 
believe that leaders are born, not made, 
and point to the behavior of small 
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children playing, where one child usu- 
ally ends up telling the others what 
to do. In my opinion, this is, at best, 
only partly true. Up until the late 
teens, physical prowess is important in 
leadership: the guy who can lick any 
kid on the block, the most daring tree- 
climber, the toughest and fastest foot- 
ball player, the one who attracts the 
most girls, and so on. 

Even later, the individual with the 
imposing appearance, the authoritative 
voice, the take-charge manner is gen- 
erally given first crack at leadership 
responsibilities. Perhaps in first-line 
supervisory jobs, such as top sergeant, 
construction gang leader, union ste- 
ward, etc., these more obvious qualities 
are indeed valuable. While nice to 
have, I am convinced that they are not 
the be-all and end-all in more impor- 
tant leadership posts. 

The brand of leadership I have in 
mind is not a result of years of ex- 
perience or of accumulated knowledge 
of a particular function or field. Vast 
knowledge about, and extensive ex- 
perience in, a particular field may 
make a man an expert, but not nec- 
essarily a leader. 

Business is so complex today that 
there is simply not enough time in a 
man’s life to become well-versed in all 
the functions that are part of general 
management, such as research, pro- 
duction, engineering, personnel admin- 
istration, sales, advertising, finance, 
law, public relations, distribution. Yet 
the men selected to exercise over-all 
direction of a typical business must 
get results in all or most of these areas. 

This means two things: the leader 
must have the ability to understand 
and appraise situations involving areas 
in which he is not expert, and he must 
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have the ability to get things done 
through people who usually know more 
than he does in their own fields. 

It has been my good fortune, over 
the past 30 years, to be tossed into 
one job after another, most of which 
I was not prepared to handle on a basis 
of training and experience. My tenta- 
tive conclusions based on this experi- 
ence have been firmed up as I see 
younger men blossom into outstanding 
leaders without the benefit of long and 
specific experience in all of the func- 
tions involved. 


The Characteristics 


Let me try to outline what, to me, 
are the most important characteristics 
that make for leadership. I am as- 
suming, of course, that such qualities 
as complete integrity (including in- 
tellectual honesty), above-average in- 
telligence (not necessarily brilliance), 
a good balance between self confidence 
and humility, ambition, and good 
health are present. 


e Unqualified acceptance of “com- 
plete responsibility.” The leader, in 
my mind, should want, and should be- 
have as though he has, total responsi- 
bility for the results of his group, de- 
partment, store, group of factories, en- 
tire business — whatever has been as- 
signed to him — on a 24-hour-per-day, 
365-days-per-year basis. 

I am not suggesting that a man see 
how many hours per week he can stand 
to work. My point is that he cannot 
turn off the switch of responsibility 
at 5 P.M., nor when he heads for 
Florida for that needed vacation. This 
assignment, whatever it is, is his baby, 
and he has to carry that load full-time. 
Of course, a capable leader will organ- 
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ize the activity so that he can devote 
time and attention to family, fun, and 
other activities. But, he is still re- 
sponsible full time, and he will know it 
and act as though he knows it if he is 
to wear the mantle of leadership ap- 
propriately. 

“Complete responsibility” does not 
mean doing the best job you can with 
the men and facilities you have been 
given and let it go at that. If a better 
performance could be had under dif- 
ferent circumstances, then it seems to 
me that the leader’s job is to make a 
careful analysis and present the facts, 
with recomendations, up the line. If 
he is rebuffed, he is either wrong or 
he didn’t do a good enough sales job; 
in any event, this should suggest his 
next course of action. 


e Ability to see assignment in per- 
spective. A manager, at almost any 
level, should be able to back off and 
see what his job responsibility looks 
like in relation to the whole enterprise, 
or at least in relation to other parts of 
the business with which he has con- 
tacts. If you can really understand 
what your boss would like to have from 
your area in the way of results and 
why, both long-term and short-term, 
then you are much better equipped to 
do an intelligent job. 


e Ability to size-up people. Since 
most of what a real leader accomplishes 
is what he is able to get other people 
to do, the ability to appraise what 
people can do, will do, and can be led 
and motivated to do, is especially im- 
portant, even critical. Selecting new 
people, picking the right man for that 
opening, deciding when a man just 
won’t do, judging the potential of 
younger people—all these are involved. 
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For after all the psychological and ap- 
titude tests have been used, the leader’s 
judgment is still the most important 
factor. 

I am obviously not qualified to give 
a course on how to judge people. 
Courses in psychology can improve our 
understanding. Experience helps a lot, 
and some men are just keen observers 
of people and human nature. I find 
that it helps to get close to the individ- 
ual to determine what motivates him, 
but not so close as to lose perspective. 

In tackling the responsibilities of 
leadership with respect to appraising 
people, sympathy and understanding 
are essential. Without these human 
qualities, without beginning with gen- 
erous thoughts about those we are 
seeking to lead, our jobs become much 
more difficult, for the leader’s actions 
beget reactions, and his manner of ap- 
proach will either generate the kind 
of responsiveness he is seeking or it 
will generate resistance. 

In the selection of his associates, the 
members of his team, the good leader 
will not be blind to the potential of an 
individual merely because some weak- 
nesses are apparent. The leader worthy 
of the name will be reconciled to the 
fact that all people have weaknesses, 
and he will probe and search for the 
strengths he needs, rather than risk 
not getting those strengths just be- 
cause he let the weaknesses deter him 
from his quest. In other words, he 
will be on the alert for inner qualities 
which hold promise, and he will be 
willing to assume as part of his respon- 
sibility the development of all good 
that every employee in his unit can 
contribute to the common cause. 


e Ability to motivate people. The 
ability to appraise people is not neces- 
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sarily accompanied by the ability to 
bring out the best in those same people. 
Now we are getting at the heart of 
real leadership. Helping individuals 
reach their full potential, encouraging 
them so that they reach out for greater 
self-development, motivating them so 
that they supply their own drive to be 
better than they are—this is how a 
leader’s capabilities can be multiplied 
many times over. 

Here again, I am not qualified to 
give the key to the motivation of peo- 
ple. I do believe that a genuine inter- 
est in being of help to an individual 
under your supervision will usually re- 
sult in a relationship that will permit 
you to give constructive criticism and 
suggestions—and have them accepted. 
If an individual really believes that 
you have a sincere personal interest 
in seeing him develop just as much as 
possible, the results can be amazing. 
Generous use of encouragement and 
very careful and sparing use of crit- 
icism is a good prescription. 


e Unflagging determination. Per- 
haps it sounds like the emotional out- 
burst of a college sportswriter when a 
team is described as “winning because 
they refused to be beaten.” But to a 
rather high degree this can be true. 
To an important degree it is true in 
business too. 

There is a very real difference, 
though. In business, it is not a case 
of holding an abnormal emotional pitch 
for the duration of a critical football 
game. The determination I speak of is 
a continuing state of mind, an ongoing 
attitude, that results are going to be 
achieved “no matter what.” Success 


may be delayed somewhat, but the real 
leader takes the position that there 
must be an answer and we are going 
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to find it, preferably today, but if not 
today, then tomorrow. 


e Willingness to make unpleasant 
decisions. We may have an objective 
point of view. We may be ready and 
willing to take on complete responsi- 
bility. We may be good at sizing up 
people and also at motivating them, 
and we may have all the determination 
in the world. All this is not enough. 

Being a leader, a manager of conse- 
quences, invariably involves making 
decisions that are difficult and painful. 
Such decisions are tough because they 
may bring great disappointment to 
others, involve your own pride, or be 
contrary to what your superiors would 
like to hear. 

I am sure you will agree that the 
postponed decision, the compromise 
adopted, the wishful thinking we too 
often indulge in, all come back to haunt 
us in most cases. Our self-confidence 
gets a big jolt and we still have to 
make the painful decision or let some 
stronger individual make it because 
we weaseled on it. And we cannot, or 
should not, take refuge in group de- 
cision. Consulting with your assistants 
is indeed appropriate—even essential 
to the exercise of good management— 
but important decisions should not be 
determined by ballot. A business en- 
terprise is not a democracy. The man- 
ager, if he is in truth a real leader, 
must make the decision. 


CONCLUSIONS 


-This whole subject has an import- 
ance that goes far beyond whether you 
and I become bigger and better leaders. 
This nation of ours is based on the free 
enterprise system, which puts a heavy 
burden on the responsible, successful, 
constructive conduct of businesses. 

Meeting this responsibility requires 
leadership of the highest order, and 
not just at the top management eche- 
lon. The manner in which the manager 
of a retail food store conducts his busi- 
ness is an important example of free 
enterprise in action to all of his em- 
ployees, and to many of his customers, 
suppliers, and neighbors in that com- 
munity. 

In all phases of our national life, 
leadership and the pursuit of excellence 
are needed as never before. Our leader- 
ship must transcend the ability merely 
to conduct our business affairs prof- 
itably. We have, in these days of cold 
war and uneasy peace, of conflicting 
ideologies and clashing purposes, a 
greater-than-ever need for a _ better- 
than-ever leadership—the kind of 
leadership which always places the 
public interest first, which considers 
our country’s well-being as well as cur 
own, and which realizes that minding 
the store is only the shert-term aspect 
of our activities. The long-term con- 
cern must be that we continue to 
provide a better neighborhood in which 
to operate the store. 





The quotation at the beginning of this article is taken from A. M. Sullivan, 
“Men, Morality, and Management,” Dun’s Review and Modern Industry, 


October, 1960. 
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The Future of Collective 
Bargaining in the United States 


A union leader analyzes the current 


status and the oullook for organized labor 


What is the future of collective bar- 
gaining in the United States? We have 
had for about a century a pattern that 
is generally described as free collec- 
tive bargaining. Since the passage 
of the Wagner Act we have assumed 
that workers who choose to be repre- 
sented by unions are able to deal with 
their employers on reasonably even 
terms. We have also assumed that a 
minimum of interference by society in 
labor-management relations is both 
necessary and desirable, since the al- 
ternative to this freedom is seen as 
some form of totalitarianism. 

The facade of our collective bar- 
gaining system appears unchanged. 
Unions have memberships in the mil- 
lions. Many have fine headquarters 
buildings, large treasuries, and all the 
trappings of power and affluence. 
Thousands of contracts are negotiated 
each year, almost all without strikes 
or fanfare. Each year there are some 


strikes and all but a few end within 
a relatively short time with acceptable 
settlements. 

Yet behind this facade there is a 
severe decline in the strength of 
unions. The decline has implications 
for the future of our society, and for 
national policy. This article discusses 
the facts that lead to the conclusion 
that labor’s strength has dropped and 
will raise the question whether this 
decline has implications for the future 
of collective bargaining, and for the 
well-being of our nation. 


LABOR’S PRESENT STRENGTH 


Just how strong is the labor move- 
ment in the United States? As an 
overall percentage of the union-eligible 
work force the membership of unions 
is declining. While civilian employ- 
ment has risen from 1947 to 1959 by 
about eight million, the membership of 





1961 FUTURE OF COLLECTIVE BARGAINING 37 


unions has remained stationary, and 
may in fact have dropped. 


Legislation 


The Taft-Hartley and Landrum- 
Griffin Acts have made organizing and 
bargaining more difficult. Taft-Hart- 
ley was designed to return to manage- 
ment some of the power which was 
taken away by the Wagner Act. It 
gave the employer the right to express 
opinions on whether his employees 
should join any union, or which of 
several competing unions they ought 
to elect as their bargaining agent. It 
gave the National Labor Relations 
Board authority to forbid unfair labor 
practices of unions, whereas under the 
Wagner Act the board was concerned 
with the unfair practices of manage- 
ment only. 

The effects of the changes were only 
partially felt under the Truman Ad- 
ministration because the personnel and 
attitudes of the NLRB were not great- 
ly changed. However, when the Eisen- 
hower Administration took office, it 
initiated changes that were detrimental 
to unions. Under former administra- 
tions the members of the board were 
representative of the public, although 
they certainly were sympathetic to 
unions and believed in organization. 
Under Eisenhower, for the first time, 
industry representatives were appoint- 
ed to the board and policy changes re- 
sulted which sapped union strength. 

For example, the new board with- 
drew its protection from unionists who 
engaged in quickie strikes or slow- 
downs. This action was reversed by 
the United States Supreme Court 
early in 1960. The board pursued un- 
fair practice charges against striking 
unions and hindered their efforts to 


win satisfactory contracts. It declined 
to act for workers in small interstate 
enterprises. 

Taft-Hartley permitted the replace- 
ment of economic strikers and denied 
those replaced a vote in decertification 
elections. This encouraged efforts by 
some employers to get rid of their 
unions. The law permitted states to 
adopt compulsory open shops. It lim- 
ited the right of unionists to assist 
strikers by outlawing secondary boy- 
cotts. Landrum-Griffin permits re- 
placed economic strikers to vote in elec- 
tions held within one year after the 
strike begins, subject to regulation 
by the NLRB. 

Landrum-Griffin has made it more 
difficult for union members to assist 
striking members of other unions. It 
makes it unlawful for a union to order 
its members to recognize the picket 
line of another union or to call its 
members off the job where another 
union is on strike. The law forbids a 
union to pressure its members to re- 
fuse to handle goods produced by or 
equipment used by a struck company. 
While it permits a union member to 
recognize a picket line of his own voli- 
tion, there is little his union can do 
legally to protect a member who loses 
his job or who is penalized for such 
actions. 

This removal of protection from 
workers who want to demonstrate 
solidarity with strikers has already 
been reported to have dissuaded some 
unions from engaging in strikes they 
would otherwise have undertaken. It 
is certainly a factor that weakens 
unions in their efforts to persuade 
managements to reach settlements 
which would prove satisfactory to la- 
bor. 
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unions has remained stationary, and 
may in fact have dropped. 


Legislation 


The Taft-Hartley and Landrum- 
Griffin Acts have made organizing and 
bargaining more difficult. Taft-Hart- 
ley was designed to return to manage- 
ment some of the power which was 
taken away by the Wagner Act. It 
gave the employer the right to express 
opinions on whether his employees 
should join any union, or which of 
several competing unions they ought 
to elect as their bargaining agent. It 
gave the National Labor Relations 
Board authority to forbid unfair labor 
practices of unions, whereas under the 
Wagner Act the board was concerned 
with the unfair practices of manage- 
ment only. 

The effects of the changes were only 
partially felt under the Truman Ad- 
ministration because the personnel and 
attitudes of the NLRB were not great- 
ly changed. However, when the Eisen- 
hower Administration took office, it 
initiated changes that were detrimental 
to unions. Under former administra- 
tions the members of the board were 
representative of the public, although 
they certainly were sympathetic to 
unions and believed in organization. 
Under Eisenhower, for the first time, 
industry representatives were appoint- 
ed to the board and policy changes re- 
sulted which sapped union strength. 

For example, the new board with- 
drew its protection from unionists who 
engaged in quickie strikes or slow- 
downs. This action was reversed by 
the United States Supreme Court 
early in 1960. The board pursued un- 
fair practice charges against striking 
unions and hindered their efforts to 


win satisfactory contracts. It declined 
tp act for workers in small interstate 
enterprises. 

Taft-Hartley permitted the replace- 
ment of economic strikers and denied 
those replaced a vote in decertification 
elections. This encouraged efforts by 
some employers to get rid of their 
unions. The law permitted states to 
adopt compulsory open shops. It lim- 
ited the right of unionists to assist 
strikers by outlawing secondary boy- 
cotts. Landrum-Griffin permits re- 
placed economic strikers to vote in elec- 
tions held within one year after the 
strike begins, subject to regulation 
by the NLRB. 

Landrum-Griffin has made it more 
difficult for union members to assist 
striking members of other unions. It 
makes it unlawful for a union to order 
its members to recognize the picket 
line of another union or to call its 
members off the job where another 
union is on strike. The law forbids a 
union to pressure its members to re- 
fuse to handle goods produced by or 
equipment used by a struck company. 
While it permits a union member to 
recognize a picket line of his own voli- 
tion, there is little his union can do 
legally to protect a member who loses 
his job or who is penalized for such 
actions. 

This removal of protection from 
workers who want to demonstrate 
solidarity with strikers has already 
been reported to have dissuaded some 
unions from engaging in strikes they 
would otherwise have undertaken. It 
is certainly a factor that weakens 
unions in their efforts to persuade 
managements to reach settlements 
which would prove satisfactory to la- 
bor. 
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White Collar Organizing 


Unions have so far failed to make 
substantial progress in organizing 
white collar workers. Their greatest 
success has been among blue collar 
workers, whose proportionate share of 
the work force has been declining. 
Continued failure to break into the 
white collar field will confine the 
unions to a shrinking proportion of the 
union-eligible workers. 

Major changes in the economy have 
caused the great increase in numbers 
and proportions of white collar work- 
ers. Charles L. Schultze of Indiana Uni- 
versity, in his “Study Paper No. 1, 
Recent Inflation in the United States,” 
published in September 1959 by the 
Joint Economic Committee of Congress, 
shows (p. 80) the changes that have 
taken place in employment by occupa- 
tion between 1947 and 1957. Between 
1947 and 1957 total non-farm employ- 
ment rose by 18.1 percent, from 49.8 
to 58.8 million. In those same years 
overhead-type employment, which is 
white collar, rose by 31.2 percent, from 
20.2 to 26.5 million. At the same time 
direct labor, which is blue collar, rose 
only 5.5 percent, from 23.6 to 24.9 mil- 
lion. Service workers and miscellane- 
ous increased by 23.3 percent, from 6 
to 7.4 million. Of the total change be- 
tween 1947 and 1957, a full 70 percent 
was accounted for by the increase in 
overhead employees, while only 14.4 
percent was accounted for by direct 
labor and 15.6 percent by service work- 
ers and miscellaneous. 

Schultze also shows that production 
workers in manufacturing increased 
between 1947 and 1957 by only one 
percent while non-production workers 
increased by 55 percent. Even more 
startling is his showing that from 1955 
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to 1957 production workers in manu- 
facturing declined by 1.1 percent while 
non-production workers increased by 
10.5 percent. 

There is not complete agreement 
at the present time on the reasons for 
labor’s failure to make as much prog- 
ress in the organization of white collar 
workers as among blue collars. It is 
estimated that 85 percent of the blue 
collars are organized as against about 
17 percent of the white collars. The 
following possible explanations have 
often been cited: 


e Management has learned a lesson 
from the organization of the blue col- 
lar workers and is making deliberate 
efforts to treat white collar workers 
well enough to make them feel they do 
not need a union. 


e White collar workers have differ- 
ent aims and values than do blue collar 
workers. Therefore they do not respond 
to the approaches that were successful 
in organizing blue collar workers. 


e White collar workers generally 
feel that union membership implies a 
lower social status than they are 
willing to accept. 


e White collar work is conducive to 
a better relationship with management 
and to a greater feeling of identity of 
interest than is blue collar work. 


e White collar workers will or- 
ganize only when the time is right, 
just as blue collar workers did. Many 
groups now organized, for example 
Jewish needle trade workers and mass 
production workers, were once consid- 
ered unorganizable. 

Whatever the reason for the failure 
to organize white collar workers, this 
inability is an element of great and 
growing weakness. 


1961 FUTURE OF COLLECTIVE BARGAINING 39 


Jurisdictional Disputes 


Labor’s leadership hoped that the 
unity of AFL and CIO would result 
in greater overall strength and sub- 
stantial membership gains. Both hopes 
have been frustrated by the continued 
jurisdictional disputes which are as 
virulent inside the merged AFL-CIO 
as they were before unity was 
achieved. These disputes have caused 
many building trades unions to boy- 
cott merged state and local labor coun- 
cils, and are a source of continual fric- 
tion among industrial unions too. 

Jurisdictional disputes have made it 
impossible to mount the organizing 
drive in the South which was intended 
to be the first product of AFL-CIO 
unity. 

The merged labor federation has 
suffered from the wide publicity given 
to corrupt unions and dishonest union 
officials, and it has been reduced in 
size by the expulsion of the Teamsters 
and other unethical unions as well as 
by the increase in unemployment. 

One of the most active promoters 
of merger was Communications Work- 
ers of America President Joseph A. 
Beirne. Here is what he told his 
union’s 1960 convention in St. Louis: 
Five years ago we hailed the merger of the 
AFL and the CIO, and looked upon the new 
federation as a step to coping with the on- 
rushing challenges of the day. Because we 
have had faith in the AFL-CIO, I have played 
an active role ever since that merger con- 
vention, and I hope to continue playing a 


constructive part in the work of the Execu- 
tive Council. 

CWA has received many benefits from its 
affiliation with the AFL-CIO, and we are 
proud of our contribution to its activities 
and functions on behalf of the workers of 
America. 

But I tell you, in sorrow rather than in 
anger at any specific individuals, that the 
AFL-CIO must do far more than it has so 
far been able to accomplish. 


Too much of our time in the AFL-CIO 
leadership is spent on petty details, and 
we never get around to tackling the truly 
big matters. Too much of our time is spent 
wrangling over the jurisdictional disputes 
and rivalries of unions which, unless they 
soon rouse themselves, may find that their 
jurisdictions have disappeared completely 
under the impact of automation. 

Men like George Meany and Walter Reuther 
and David McDonald of the Steelworkers— 
who will address this convention later in the 
week—are aware of the nature of the big 
problem . . but as an organization the 
AFL-CIO never quite gets around to doing 
much about them. 

There are 135 international and na- 
tional unions in the AFL-CIO. It was 
hoped that merger at the federation 
level would bring about many mergers 
of competing unions. Yet to date only 
five unions have been eliminated by 
mergers in the government, insurance 
and paper fields. Two postal unions 
have announced plans to unite. A 
merger was negotiated between the 
packinghouse workers and the meat 
cutters, but it fell through at the last 
moment. In only one area, printing, 
publishing and paper, is there now any 
serious consideration of mergers as a 
means of meeting increased manage- 
ment strength. 

Our economy is largely based on 
metal working and electrical indus- 
tries. In these fields there are at least 
18 different AFL-CIO unions, two 
former CIO unions expelled because 
of Communist domination, and scores 
of smaller independent unions. All of 
these are in competition with each 
other, in some degree, despite the fact 
that some represent the bulk of the em- 
ployees in specific segments of indus- 
try or in particular corporations. Thus, 
General Electric deals with about one 
hundred unions, and this was no small 
part of the reason it was able to hold 
off the pattern-breaking efforts of the 
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electrical workers (IUE) in their Oc- 
tober 1960 strike. 

The departments of the AFL-CIO 
attempt to coordinate the efforts of 
their affiliated international unions in 
bargaining with single employers or 
with employers’ associations. While 
this has been effective in some indus- 
tries, as for example the building 
trades, the need for such coordination 
is a confession of failure to achieve a 
more solid unity. Indeed it often ap- 
pears that some departments are more 
effective as rallying centers for labor’s 
continuing civil war than as devices 
for improved bargaining. Despite the 
high hopes that accompanied the 
achievement of AFL-CIO merger, it 
is clear that it has not produced any 
great increase in labor’s economic 
strength. 


Unemployment 


The increase in the general level of 
unemployment has reduced the size of 
many unions and has weakened the 
overall position of labor. Unemploy- 
ment as a percentage of the civilian 
labor force reached a post-World War 
II low of 2.9 percent in 1953, but has 
been much higher ever since. It was 
5.6 percent in 1954, dropped to 4.2 
percent in 1956, hit its highest point 
since 1941 at 6.8 percent in 1958, and 
was 5.5 percent in 1959. 

Union bargaining must take into 
account the extent of unemployment. 
Union strength is less when unemploy- 
ment is high. This results from a re- 
duction in union membership and in- 
come, and from hesitation, both by 
leaders and members, to put as much 
pressure on management as is possible 
when employment is high. 
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SPECIFIC LOSS OF STRENGTH 


To this picture of a general decline 
in union strength, arising from major 
changes in the economy, from changes 
in the legal framework in which labor 
must operate, and from the failure of 
merger to accomplish its most im- 
portant goals, must be added a more 
particular view of the situations of 
unions in specific industries. The pub- 
lic impression of strength is a gen- 
eralization from the present or for- 
mer strength of some unions. It is 
easy to overlook great differences in 
the power of specific unions and great 
changes in their effectiveness. 

Unions are strong when they control 
the supply of labor in essential crafts 
or when they can inflict substantial 
economic losses on employers. The 
first kind of strength was severely 
limited by the Taft-Hartley ban on 
closed shops. To the extent that build- 
ing trades and some other unions are 
able to operate closed shops even now 
they are able to maintain their old- 
time strength. Relatively few unions 
have the advantages of the closed shop. 
They must depend on their ability to 
inflict financial losses, by strike or 
boycott. Most unions are forbidden by 
contract to interfere with production 
during the life of their contracts and 
many are restrained by fear of reduc- 
ing job opportunities from reliance 
on slowdowns, and other on-the-job 
pressures. 


Strength of a Union 


In the last analysis the strength of 
almost every union is its ability, when 
the contract has expired and negotia- 
tions have broken down, to affect the 
employer financially. This type of 
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strength is greatest when it is used 
against small and competitive employ- 
ers. It is found in its classic form 
among the building trades and team- 
sters. A season of construction lost 
can never be made up. A perishable 
cargo must be moved at once or it is 
a total loss. The worker who per- 
forms these services is needed at the 
moment the work is to be done. His 
services can neither be stock-piled nor 
postponed, nor can he be replaced 
by a machine that will carry on while 
he is picketing. 

Some years ago one would have 
added to these examples the fact that 
when a daily newspaper misses a day’s 
circulation there is no way to recoup 
the loss in revenue, or that when an 
airline misses a flight or a train a 
run that is so much subtracted from 
the employers’ income. We have a 
Railway Labor Mediation Act, which 
postpones but does not prohibit strikes, 
precisely because rail unions were once 
so strong their strikes could truly par- 
alyze the nation. 


Strike Insurance 


These examples are no longer apt. 
Newspaper publishers and airline and 
railroad operators have developed new 
defenses against union power. The 
first of these new defenses is strike 
insurance. Airlines have signed a pact 
that spreads the cost of strikes among 
them. Railroads and newspaper pub- 
lishers have been able to purchase 
strike insurance. The railroad insur- 
ance was placed by the Association of 
American Railroads with the Imperial 
Insurance Company, Ltd. of Nassau, 
according to an announcement made 
by the association on September 8, 
1960. This insurance was a factor in 


prolonging the Long Island railroad 
strike of the summer of 1960. Strike 
insurance means that a union is no 
longer able to strike against one em- 
ployer at a time, but must take on the 
entire industry, which is much better 
able to resist union pressure than is 
a single employer. 


Management Solidarity 


To its insurance protection the 
newspaper industry has added another 
major weapon. In large cities where 
there is more than one daily newspa- 
per publishers have agreed to regard a 
strike against one as a strike against 
all. They all close down if only one 
is struck, and thus forego the competi- 
tive advantage they used to enjoy when 
a rival paper was shut down. This not 
only reduces the union pressure on 
management, but builds up counter- 
pressures from workers and unions 
not directly involved in the dispute. 
Thus, unions which once enjoyed stra- 
tegic positions for the exercise of eco- 
nomic strength have been greatly 
weakened by the new unity of action 
among employers. 


The Automobile Union 


Others have been affected by this 
new strategy too. Two other examples 
should be cited which affect the 
strength of the two largest industrial 
unions. From its beginning the auto 
workers’ union (UAW-AFL-CIO) took 
advantage of the fact that there are 
three major and competitive employers 
in the industry. The union strategy 
has been to take them on one at a 
time, to play one off against the others. 
It directed its attention to the one of 
the Big Three that seemed both vul- 
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nerable and able to meet the union’s 
demands. It was clear that this em- 
ployer ran the risk of a strike during 
which it would lose some of its normal 
share of the market. Sometimes an em- 
ployer took this risk, and a strike en- 
sued, but there never has been a 
general strike of the entire industry. 

When one of the Big Three settled, 
the other two generally fell into line 
for fear they would be strike-bound 
while the company that had settled 
would cut into their shares of the 
market. However in 1958, during the 
most recent major auto negotiations, 
there was evidence that the Big Three 
would for the first time refuse to be 
divided and conquered. The employers 
made identical counter-proposals to 
the union and there were indications 
that all three would close down if only 
one were struck. 

The union was in a weak position 
because of the recession, which re- 
sulted in high unemployment and large 
unsold inventories, so it was in no 
position to test the unity of the em- 
ployers, but surely the threat of an 
industry-wide lockout was a factor in 
the restraint of the UAW during the 
1958 negotiations. This restraint was 
notable for the fact that union mem- 
bers continued to work without any 
contracts while the international lead- 
ership did all in its power to discourage 
local strikes. 


The Steelworkers 


The United Steelworkers have not 
been able to use the one-at-a-time 
tactic. The union deals with a commit- 
tee representing the entire industry 
and its strikes have been industry- 
wide. Typically these strikes have re- 
sulted in government intervention, 
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which has brought them to a conclu- 
sion. The 1959 strike brought inter- 
vention, after a long refusal by the 
Administration to take any action, in 
the form of an 80-day Taft-Hartley 
injunction which forced the strikers 
to return to work. During the 80 days 
the union threatened to use the one-at- 
a-time tactic by renewing the strike, 
when the injunction expired, against 
only some of the employers. Manage- 
ment answered this threat by promis- 
ing an industry-wide lock-out. Unity 
of management has plugged a major 
gap in its defenses against both craft 
and industrial unions. It is reasonable 
to suppose that this type of unity will 
spread and will contribute to a further 
weakening of organized labor. 


Telephone Workers 


Management’s ability to counter 
labor’s strength has been growing in 
two other closely related ways rising 
from the spread of automation and 
the overexpansion of productive ca- 
pacity. 

Some industries have reached the 
stage at which the human worker is al- 
most dispensable. Chief among these 
are the telephone and electric power 
industries, but the trend is surely in 
the direction of reduced dependence on 
human labor in the production of many 
other commodities and services. Tele- 
phone strikes are most effective when 
operators are needed to place all calls, 
both local and long distance. When 
local calls are handled by the automatic 
dial equipment, a strike is only par- 
tially effective since management peo- 
ple are available in sufficient numbers 
to handle the profitable long distance 
business. But when all calls are dialed 
by the customer and charges are re- 
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corded automatically for future billing, 
a striking telephone union is exerting 
no pressure whatever on management. 
In many areas customer dialing of 
long distance calls and automatic mes- 
sage accounting are already in opera- 
tion, and in a few years this system 
will be universal except in the most 
isolated rural areas. 


Loss of Economic Power 


When automation has reached this 
stage the union has almost no economic 
power with which to compel settle- 
ments. For many years it seemed that 
this problem would affect only a few 
industries and that it would create 
special bargaining problems for rela- 
tively few workers. However, the ex- 
periences of other unions, particularly 
since 1958, suggests that in a slightly 
different form the same problems may 
affect the great bulk of organized mass 
production workers. 

In 1958 the UAW’s major contracts 
expired in the midst of a recession. 
Nearly a million cars were stockpiled 
and managements seemed perfectly 
willing for the union to strike at a 
time when it could exert no economic 
pressure. With great forbearance 
the union avoided strikes, and when 
the new models were about to roll, new 
contracts were negotiated which might 
be described as defensive victories. 

In 1959 the steelworkers were on 
strike for more than a hundred days 
before they began to exert economic 
pressure on anybody but themselves. 
Stockpiling by the steel industry had 
assured an adequate supply and a prof- 
itable year. Great excess capacity had 
made it possible to produce a year’s 
supply in seven months, while prices 
were (and remain) high enough to 
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produce profits from production only 
shightly better than 50 percent of ca- 
pacity. 


Political Exigencies 


It was the special good fortune of 
the steelworkers that the political sit- 
uation forced the Administration, at 
the very end, to intervene to end the 
strike. But few unions are in a posi- 
tion to secure this kind of help, and 
even the steelworkers cannot count on 
it every time they negotiate new con- 
tracts. 

For political reasons it was neces- 
sary for both the union and the Ad- 
ministration to publicize the 1960 steel 
settlement as a victory for the union. 
But it was a modest victory, and the 
union’s gains were due largely to the 
Administration’s efforts to avoid em- 
barrassment in a presidential election 
year. Thus the political situation con- 
cealed the reality, which was that the 
industry’s stockpile, made possible by 
its great excess capacity, had cut the 
union’s economic power drastically. 


Stockpiling as an Antidote 


This ability to produce so much in 
anticipation of future needs is hardly 
different from the stockpiling of tele- 
phone calls in the dial equipment. The 
effect on union strength is the same. 
This type of stockpiling is possible in 
many industries as an antidote to 
strikes. Raw materials, hard goods, 
textiles and clothing, processed foods, 
including some that used to be perish- 
able, can all be stockpiled. The workers 
who manufacture them can be required 
to produce the surpluses that will de- 
stroy their economic power. 

That this is not just an overactive 
imagination at work is illustrated by 
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an Associated Press story dated March 
3, 1960 from Syracuse, New York. It 
hardly requires comment: 


The big Carrier air-conditioning plant, struck 
by 3,000 production workers in protest on 
disciplinary action against union officials, 
was virtually silent today. Only salaried 
employees entered the plant as pickets pa- 
trolled the main gate. 

Approximately 400 night shift workers 
walked out last night after a union negoti- 
ating committee approved the strike. It came 
after the company laid off the President of 
Local 5895, United Steel Workers, and rep- 
rimanded four other local officers for allegedly 
interfering with production. The company 
charges union leaders induced other employ- 
ees to refuse to work overtime. The union 
contends Carrier was ordering overtime work 
during contract negotiations to stockpile 
equipment in the event of a strike. William 
T. Lane, vice-president in charge of corporate 
relations, said the overtime was necessary to 
fill a heavy backlog of orders. 


Do unions have adequate defenses 
against stockpiling? Nowadays _ be- 
cause of written contracts, no-strike 
clauses and management’s seldom-re- 
stricted right to schedule work, few 
unions are free to wait until supplies 
are short so that they can conduct 
sudden and unexpected strikes. Occa- 
sionally contracts expire when the 
union has an advantage, as when the 
Newspaper Guild contracts with the 
New York dailies expired a week be- 
fore the 1960 presidential election. 
Such advantages are not common. 


Other Tactics 


The public has recently become 
aware of another type of attack on 
union bargaining strength, developed 
at General Electric. This is an effort, 
so far somewhat successful, to per- 
suade the worker that management 
will meet all his needs and that the 
union plays little role in securing im- 
provements for him. This approach 
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worked so well in 1960 and in the nego- 
tiation of the preceding General Elec- 
tric contract that large locals of the 
International Union of Electrical, 
Radio and Machine Workers (IUE) 
refused to approve strike action when 
requested by the international union 
leadership. This refusal is startling 
because in almost all unions an affirm- 
ative strike vote is considered a nor- 
mal and necessary part of the bargain- 
ing process. It isn’t interpreted by the 
worker to mean that he will necessarily 
go out on strike, but that he supports 
the union’s demands. 

In 1960 GE management also made 
use of the universal fear that plants 
would be moved and community em- 
ployment reduced. Philadelphia’s May- 
or Richardson Dilworth charged that 
the company threatened to move its 
installations from cities which did not 
provide protection for non-strikers de- 
siring to enter struck plants. These 
vigorous tactics by management, cou- 
pled with the internal disunity they 
fostered and the division of GE 
workers among so many different un- 
ions, enabled GE to hold off the IUE 
during its 1960 strike. Since GE’s 
tactics have proven useful to manage- 
ment it is a reasonable assumption that 
they will be used by other companies 
with some success. 


CONCLUSION 


We have seen the many ways in 
which union bargaining strength has 
been reduced in recent years. We are 
justified in concluding that there has 
been an overall loss in union power, 
since in the situations not affected by 
these changes the power of unions has 
not grown. This reduction in labor’s 
strength raises serious questions about 
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the future of collective bargaining, and 
in turn about the next stages in the 
development of our society. 

The concept of bargaining assumes 
a rough equality between the parties. 
If one party is so strong that it can 
impose its will on the other we no 
longer have free collective bargaining. 
If we are headed toward this sort of 
inequality then we must consider 
whether we would be satisfied with the 
results. If we would not be, then we 
must consider what can be done to 
restore the labor movement to suffi- 
cient strength to enable it to deal ef- 
fectively with management. 

There will be some to whom the pros- 
pect of reduced union strength is 
pleasing. However the conservative 
forces that pushed for Taft-Hartley 
and that have defended it since its 
passage have always argued that their 
aim was to restore a balance between 
management and labor. If this is a 
sincere argument, and not a rational- 
ization for union-busting, then even 
the conservative forces in society seem 
committed to the idea of a balance of 
power, and must be prepared to exam- 
ine whether it exists and how to main- 
tain it. 


The Best Available Mechanism 


Those who favor unions, probably a 
majority in the United States, would 
expect many unhappy results from a 
major reduction in union power. They 
do not want to return to the days when 
industrial management was unre- 
strained in its treatment of its employ- 
ees, in its domination of government, 
and in its establishment of standards 
for society. They see in unions the 
best available mechanism for wide- 
spread distribution of the benefits of 
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improved technology and the mass sup- 
port for extension of socially necessary 
government activities. If unions are 
too weak to curb management’s power 
and to improve living standards, we 
may see the return of a social order 
we thought we had left behind us. 

If we want to avoid the effects of a 
great reduction in union power we 
must discuss how unions can regain 
the ground they have lost. Part of the 
answer must be found by the unions 
themselves, and they have an obliga- 
tion to step up their discussions of the 
future and of their plans to meet it. 
Some of the answers must be found 
by the community, in improvements in 
the laws governing labor relations and 
union operations, in the establishment 
of new institutions designed to meet the 
new problems, and in education of 
young and old to the realities of mod- 
ern industrial life. 


Examining the Answers 


The solutions to the problem of la- 
bor’s drop in strength are not likely 
to be simple, nor are we likely to find 
them if we rely solely on old slogans 
and concepts. An adequate study of 
the future of labor relations in the 
United States requires long and care- 
ful examinations of the answers that 
have been worked out in other demo- 
cratic countries. Americans have al- 
ways rejected such devices as labor 
courts, compulsory arbitration, a na- 
tional bargain between the labor fed- 
eration and the employers’ association, 
as destructive of our free collective 
bargaining system. They may be, but 
it may also be that one or another of 
these methods, or some other as yet 
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untried, is required to achieve in the 
future the goals we have sought up to 
now through free collective bargaining. 

The future will bring great changes 
in the relations of labor and manage- 
ment. It is time now to start our 
search for the means by which these 
changes can be met. The choice is no 
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bargaining and some form of totali- 
tarianism. If we fail to meet the new 
conditions with new answers we may 
find that we have lost our free collec- 
tive bargaining system, and lacking 
any substitute, have allowed the bal- 
ance of power to shift to management 
far more than we would consider de- 


longer simply between free collective sirable. 
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Among foreign observers of the American scene over a period of four hundred 
years, one of the most acute was the French statesman Alexis de Tocqueville, who 
visited this country in the 1830’s and wrote perceptively of the nature of our 
culture. In a famous passage from Democracy in America he compares the two 
cultures which are to dominate the world. 

There are at the present time two great nations in the world which seem to tend 
toward the same end, although they started from different points; I allude to the 
Russians and Americans... All other nations seem to have nearly reached their 
natural limits ... but these are still in the act of growth; all others are stopped, 
or continue to advance with extreme difficulty ; these are proceeding with ease and 
celerity along a path to which the human eye can assign no term. The American 
struggles against the natural obstacles which oppose him; the adversaries of the 
Russian are men; the former combats the wilderness and savage life; the latter, 
civilization with all its weapons and its arts; the conquests of the one are therefore 
gained by the plowshare; those of the other by the sword. The Anglo-American 
relies upon personal interest to accomplish his ends, and gives free scope to the 
unguided exertions and common sense of the citizens; the Russian centers all the 
authority of society in a single arm; the principal instrument of the former is 
freedom; of the latter, servitude. Their starting point is different, and their 
courses are not the same; yet each of them seems to be marked out by the will of 
Heaven to sway the destinies of half the globe. 
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Italy: Member of the European 


Economic Community 


A lively interest in foreign invest- 
ments is reflected by the threefold 
increase in United States investments 
from 1950 to 1959 in the Common 
Market countries. Although the larg- 
est increase in quantity occurred in 
Germany, as shown below, the largest 
proportional increase is found in Italy. 


Millions of Dollars 


Country 1950 1959 
Belgium and Luxemburg 69 210 
France 217 632 
Germany 204 795 
Italy 63 313 
Netherlands 84 244 

Total 637 2,194 


Source: Survey of Current Business, Septem- 
ber, 1960, p. 20. 


Unfortunately, it does not seem possible to 
split Belgium from Luxemburg in these data. 


The purpose of this paper is to des- 
cribe Italy in a manner that will be of 
interest to the American businessman. 
The United States has unquestionably 


A country in a most favorable situ- 


alion for increased foreign investment 


been one of Italy’s more important 
sources of foreign investment capital 
in recent years, accounting for more 
than one-fourth of its foreign capital. 
Trade is also active: the United States 
is the major foreign supplier to Italy. 
The growing list of American firms 
that have made substantial invest- 
ments of various sort in Italy includes 
many of the large and well known 
companies listed on the stock ex- 
changes in the United States. If their 
shares were gathered into an invest- 
ment trust, it would appear to be a 
generally well balanced cross section of 
established, aggressive and profitable 
industrial companies with a fairly 
heavy representation in petroleum, 
chemicals, and pharmaceuticals. 
Expansion into foreign fields may be 
a logical form of diversification for a 
profitable American company, assum- 
ing the existence of a stable political 
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climate and economic conditions favor- 
able to foreign investments. The eas- 
ing of restrictions on the transfer of 
liquid capital into and profits out of 
foreign countries that has taken place 
at an accelerated rate recently makes 
foreign operations attractive. Not to 
be overlooked are the oftentimes favor- 
able labor and material resources and 
transportation conditions found in 
some foreign countries; these may of- 
fer distinct advantages in the larger 
regional as well as worldwide markets. 
‘stablishing foreign units in strategic 
countries helps to guard the company 
against quota and tariff restrictions 
and discriminations, as well as to im- 
prove the company’s relative competi- 
tive position in the foreign market be- 
cause of its identification as a local unit 
which can offer prompt and complete 
service. Oftentimes a joint venture 
with a pre-existing local enterprise 
provides an opportunity to short-cut 
the process of getting established: this 
has frequently been the case in Italy. 


An Investment Attraction 


The Common Market countries, or 
Inner Six, are particularly attractive 
from an investment point of view be- 
cause of their progress towards the 
eventual removal of all tariff and quota 
restrictions among themselves. When 
this is accomplished, a company in any 
one of the six nations will be enabled 
to do business in the other five without 
discrimination. 

Important factors favoring Italy as 
a center for European operations are 
Italy’s large pool of unemployed labor 
(the only one in the Common Market 
area), its adequate power and trans- 
portation facilities, its ideal location 
for many industries from the point of 
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view of raw materials and market, and 
its government, which through con- 
cessions and regulations encourages 
foreign investment. 


Mediterranean and European 


Italy can be discussed as both a 
Mediterranean and a European nation. 
Like Greece, Italy has important ship- 
ping facilities which serve the Medi- 
terranean area as well as the rest of 
the world. Because of its prominent 
location, Italy dominates the Mediter- 
ranean area physically though it does 
not do so politically or economically. 
Emperors, kings, and warriors of past 
centuries have been obsessed with the 
dream of unifying or enslaving the 
countries of the three continents bor- 
dering this ancient sea. Once the Main 
Street of a bygone civilization, the 
Mediterranean has, with the help of 
the Suez Canal, been reduced to a 
short-cut between east and west. Yet 
any type of effective total Mediter- 
ranean alliance would appear to be un- 
attainable in modern times, since the 
countries sharing the Mediterranean 
Sea are for the most part so aggres- 
sively nationalistic that an unstable 
peace may be the best that can be 
hoped for if recent events are taken 
into account. 

These nations differ, often markedly, 
in political orientation, religion, eco- 
nomic condition, or any other charac- 
teristic which may be chosen for com- 
parative purposes. It almost seems as 
if all the kinds of differences that can 
exist between the continents of FEur- 
ope, Asia, and Africa are brought into 
sharp focus in this region. Based on 
such common characteristics as climate 
and resources, geographical groupings 
that can be made among Mediterra- 
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nean oriented countries indicate that 
Italy belongs to the southern European 
group.! 

Although the land areas on the 
northern side of the Mediterranean are 
latitudinally equivalent to the northern 
United States, the mountains stretch- 
ing across the upper parts of Spain and 
Italy trap the northward sweep of 
warm air, thereby allowing southern 
Europe a warmer climate than its 
latitude would seem to justify. Italy, 
for instance, produces exportable 
quantities of citrus fruit, olive oil, and 
rice. A combination of circumstances 
gives much of this area mild but rainy 
winters, hot but arid summers, and 
generally poor agricultural prospects 
which, unfortunately, are not offset by 
an abundance of basic mineral re- 
sources. Southern Europe cannot be 
considered agriculturally self-sufficient 
if a reasonable level of per capita food 
consumption is used as a measuring 
stick. Generally speaking, southern 
Europe’s total economic level is signifi- 
cantly below Western standards, al- 
though this generalization does not 
apply as forcefully to the northern 
reaches of Spain and Portugal and, 
especially, Italy. 

Despite its deficiencies in agriculture 
and mining, southern Europe has pros- 
pects for significant industrial growth: 
it has abundant manpower, good trans- 
portation, especially by water, and a 
mild climate. Important hydro-elec- 
trical opportunities made possible by 
the northern rim of mountains have not 
been fully exploited. The nearness of 
southern Europe to Africa, with its un- 
developed natural wealth, and to Asia, 
with its vast population, may give 
Italy a potentially important competi- 
tive advantage over the highly indus- 
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trialized nations as they exhaust the 
the prime natural resources of their 
backyards. 

But southern Europe cannot inter- 
nally generate the large amount of 
capital currently required to fully and 
quickly develop a large industrial com- 
plex, and its ability to import capital 
in large quantities may be unduly 
hampered by a lingering concern over 
its political stability. 


DESCRIPTION OF COUNTRY 


The reaction of people to the men- 
tion of Italy seldom is detached. Vic- 
tories and defeats at the recent Olym- 
pic Games in Rome will be recalled. To 
the visitor who has lingered in the 
country under favorable circumstances 
it is likely to give rise to nostalgic rec- 
ollections of soft, semi-luminous Medi- 
terranean nights and haunting melo- 
dies floating over a landscape so in- 
credibly beautiful that it seems unreal. 
To some it may bring to mind the hor- 
rors of the recent war years, or the dis- 
comfort of hot summer days and per- 
haps other inconveniences and irrita- 
tions which accompany crowded and 
hurried tourist travel. To the more his- 
torically minded, the great debt of 
modern society to the Italy of the Mid- 
dle Ages and the Renaissance, especial- 
ly in the arts, religion and science, is 
recalled. To the more politically minded 
the study of a relatively new nation 
rapidly passing through various phases 
of royalty, fascism, and democracy, 
may be absorbing. Others will deem 
Italian films, fashion design, the 
“Italian Look,” vermouth, or espresso 
important contributions to modern so- 
ciety. 

The mention of Italy probably does 
not often first bring to mind a highly 
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skilled, modern, and expanding post- 
war industrial society, whose scientific 
and technological standards as well as 
rate of economic growth are not ex- 
ceeded by other Common Market coun- 
tries. This is partially due to the small 
size of Italy (about 117,000 square 
miles) which makes its industrial sta- 
tistics less impressive than those of the 
larger industrial nations with which it 
competes. Even when reduced to per 
capita figures the large agricultural 
population and the seemingly chronic 
unemployment problem water down or 
obscure the data. Recent increases in 
industrial activity and growth, wheth- 
er expressed as aggregates or percent- 
ages, however, are impressive. 


Population and Economy 


In the latest official census (1951), 
Italy’s total resident population num- 
bered 47,140,000, of which about 
5,740,000 were resident on the islands 
of Sardinia and Sicily. The present 
population is estimated at 49,000,000, 
of which the working population con- 
stitutes approximately 45 percent. A 
land survey in 1952 estimated the land 
area at 29,382,000 hectares (one hec- 
tare is equivalent to 2.4711 acres), 
approximately 15,506,000 of which was 
arable, including fallow land and or- 
chards. Considering the rugged charac- 
ter of much of the terrain, this repre- 
sents an intensive use of land re- 
sources. The shift from an agricul- 
tural economy to an industrial one 
became obvious in 1954 when for the 
first time in the postwar period the 
contribution by industry to national 
income exceeded that of agriculture. 
The year 1957 verified what had been 
suspected for some time, namely that 
employment in industry (36.8 percent) 
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exceeded that of either agriculture (31 
percent) or services (29.8 percent). 

Industrial production since 1953, 
arbitrarily chosen as a base index of 
100, increased to a rate of over 170 by 
the end of 1959. Since 1953, each 
year’s percentage growth over the 
preceding year has been over 7.7 per- 
cent except for 1958, a slight depres- 
sion period, when it was only 3.1 per- 
cent. 1959, however, showed an in- 
crease of 10.7 percent over 1958. Trade 
liberalization with respect to imports 
undoubtedly has had a salutary effect 
upon Italian production efficiency as 
well as in aiding to keep inflation from 
becoming a problem. 

The wholesale price index, again 
using 1953 as a base, had not increased 
as of 1959, although consumer prices 
and wage rates had. The gross na- 
tional product has risen an average 
of about 5 percent annually. The official 
exchange rate of the lira with the 
American dollar has not varied ap- 
preciably since 1949, thus establishing 
the lira as a hard currency. Gold and 
foreign exchange holdings have in- 
creased substantially in recent years. 
Italy’s trade deficits, often large, are 
more or less offset by the invisible 
items of tourist expenditure, foreign 
remittance of various sorts, and rev- 
enue from shipping and other services. 
Italy operates on an unbalanced bud- 
get. A generally high interest rate 
reflects the strong competition for 
available funds and, in fact, one of the 
attractive subsidies mentioned at var- 
ious points in this paper is the exten- 
sion of credit at artificially low interest 
rates. Sizable imports of fuel and 
other raw materials, as well as food- 
stuffs, are necessary. The recent dis- 
covery of petroleum and methane gas 
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resources and their development may 
substantially reduce fuel imports in 
the future. 

Italy thus has a trade deficit, usually 
of some consequence, each year. In 
1958, imports were $3,169,000,000 and 
exports $2,536,200,000. In the same 
year, United States merchandise im- 
ports were $12,792,464,000 and ex- 
ports $17,892,570,000; of these im- 
ports $272,846,000 were from Italy, 
while $487,100,000 of the exports were 
to Italy.2 In general, Italy has been a 
good customer of the United States 
over the years. 


Regional Disparity 


Italy, too, has a “north and south” 
problem, further complicated by sev- 
eral intense regional loyalties and iden- 
tifications. Economically and geo- 
graphically, and to a lesser respect in 
other regards, an imaginary line cross- 
ing Italy horizontally slightly below 
where the peninsula begins to jut into 
the Mediterranean Sea roughly sepa- 
rates Italy into a rich industrial north- 
ern area and a less favored middle and 
southern region. Disparity exists as 
well within the northern area: the 
triangle formed by Genoa, Milan and 
Turin is undoubtedly the most heavily 
industrialized area in Italy, and Milan 
is the country’s leading industrial and 
financial center. 

An oversimplification of this sort is 
subject to exceptions, such as that the 
less favored region includes pockets of 
significant industrial and commercial 
concentration largely clustered around 
excellent ports, scattered agricultural 
and mineral regions of various conse- 
quence, as well as many of the impor- 
tant tourist, cultural, and religious 
centers which give Italy the image it 
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projects to the world. However, south 

of Rome in particular, the contrast 
with the northern area is sharp enough 
to justify the use of the words “poor” 
and “underdeveloped.” 

This economic disparity was offi- 
cially recognized by the formation in 
1950 of the Cassa per il Mezzogiorno,* 
a governmental agency which attempts 
by various means to encourage and 
force the movement and future ex- 
pansion of industry and commerce into 
the southern part of Italy. These 
means include the development of pub- 
lic works projects, the granting of tax 
concessions ( as well as other privileges 
which amount to partial subsidization) 
to business, and the extension of credit 
on favorable terms. The government is 
also attempting to divert some of the 
power resources from the northern to 
the southern region at a cost which 
can only be justified if it is agreed that 
a greater dispersion of industry and 
commerce is in the national interest. 
These and other concessions are not 
limited to domestic capital or com- 
panies, but are also granted to foreign 
capital, for which Italy competes as 
aggressively as any other European 
nation. 

The northern area, however, is 
blessed with enough natural and other 
advantages so that it continues to 
retain its dominant position with re- 
spect to the rest of the country in eco- 
nomic wealth and growth. It has sub- 
stantial advantages in industry, agri- 
culture, and tourism. The Alps, the 
lake region, the Italian Riviera (which 
stretches along the sea both above and 
below Genoa), Venice, and Milan at- 
tract a large number of tourists, par- 
ticularly from other European coun- 
tries. The mountains furnish large 
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quantities of reliable hydro-electric 
power for industry as well as irriga- 
tion for the large and fairly fertile Po 
River basin, the largest relatively flat 
region in all Italy. This results in a 
combination of excellent industrial 
sites with the best agricultural land 
found in Italy. Natural gas is also 
found in substantial quantities in this 
region. Internal transportation within 
the region is good, and seven railroad 
outlets to the west, north, and east 
lead to the adjoining countries of 
France, Switzerland, Austria, and 
Yugoslavia. Genoa, Trieste, Savona, 
and Venice have excellent port installa- 
tions to facilitate the movement of 
products into and out of the northern 
area. 

New enterprises as well as expand- 
ing old ones prefer established areas, 
other things being reasonably equal, 
in order to tap an already trained 
labor pool and to make use of the 
existing utility, industrial, transport, 
and finance facilities. Even though it 
will be required to contribute directly 
or indirectly to the expansion of in- 
dustry and commerce in the south, the 
northern region is assured of a suc- 
cessful future because it has had a 
successful past. The 1961 Italian Cen- 
tennial will take place in Turin, a 
northern city, rather than in Rome— 
a fitting recognition of the tremen- 
dously important role played by Turin 
in the formation of modern Italy a 
century ago.‘ 


Government Participation 


A noteworthy feature of the Italian 
scene, one also found elsewhere in 
Europe, is the fairly direct manner in 
which the government actively par- 
ticipates in the economic life of the 
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country. For the sake of practicability, 
the various postwar political and eco- 
nomic organizations of European coun- 
tries require a higher degree of com- 
pliance of business with national policy 
than is the case in the United States. 
Because of the various incentive pro- 
grams of tax relief, financing, and 
grants, it can be assumed that this will 
also be apparent to investors of for- 
eign capital moving into Italy. 


Other Areas Affected 


Agriculture has also been affected. 
The Agrarian Reform Acts of 1950 
provided for partial expropriation, 
with compensation, of many of the 
large landed estates for redistribution 
to farmers. About 1,900,000 acres, 
mostly in the south and islands, were 
expropriated. In addition to various 
forms of financial assistance and other 
types of help, a public works program 
to improve irrigation, drainage, and 
internal transportation was begun. 

This positive action to enlarge the 
social class midway between landed 
aristocracy and peasant, carried out 
without repercussion, finds its counter- 
part to a more limited extent in the 
tax and financial concessions made 
only to small and medium-sized enter- 
prises, especially those formed to op- 
erate in the south: these benefits are 
over and beyond those to which no re- 
strictive size specifications are at- 
tached. 

The Italian business scene includes, 
besides many medium and small busi- 
ness units which often are only of 
local significance, such large industrial 
companies as FIAT, which produces 
over 80 percent of Italian motorcars; 
Pirelli, which produces about 80 per- 
cent of Italy’s rubber products (includ- 
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ing tires); Olivetti, which produces 
typewriters and other office machines 
and which recently acquired control 
over the Underwood Corporation in 
the United States; Montecatini, which 
produces chemical products, and whose 
stock is traded on the New York Stock 
Exchange; Snia Viscosa, which pro- 
duces synthetic fibers; Finsider, a steel 
combine; and Societa Edison, a giant 
in electric power generation in Italy. 

Not only is there large-scale private 
enterprise, but the government, also, 
plays the role of stockholder, owner, 
or monopolist, in a fairly prominent 
manner. Government monopolies exist 
in the distribution of tobacco, cigarette 
paper, salt, matches, and also in some 
forms of lotteries. The government’s 
role of stockholder and owner is usu- 
ally exercised through governmental 
agencies or corporations having the 
right to acquire shares of private com- 
panies as one of their privileges Two 
agencies of notable consequence are the 
Istituto di Riconstruzione Indus- 
triale (IRI)® and the Ente Nazionale 
Idrocarburi (ENI). The IRI controls 
large segments of steel, utilities, and 
shipbuilding, as well as many large 
banks. ENI was formed to control 
Italian petroleum and gas resources, 
besides taking over pre-existing gov- 
ernmental companies in the field. In 
general it has been the policy of the 
Italian government to operate the busi- 
nesses in which it is involved in a man- 
ner that does not automatically stamp 
them as government owned or domi- 
nated: where competition exists, these 
companies apparently compete in an 
aggressive but normal manner. 

The scientific and technological ca- 
pabilities and standards of Italian in- 
dustry are well maintained through 
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excellent training facilities and educa- 
tidnal establishments, although coor- 
dinated academic training for man- 
agement, such as is offered by leading 
collegiate schools of business in the 
United States, appears to be absent. 
Training in such specific subjects as 
accounting, statistics, mathematics, 
production, and the social sciences is 
well established. In part, at least, this is 
a reflection of the European tendency 
to integrate ownership and manage- 
ment with overtones of nepotism, 
seniority, and promotion ceilings even 
in the larger enterprises. There is 
increasing evidence, however, that a 
skilled professional management 
group not based on ownership is de- 
veloping. This cannot help but come 
about if the restraints to trade as typi- 
cally practiced in Europe in past dec- 
ades are removed in accordance with 
the objectives of the Common Market. 


EVALUATION 


Many of the differences between Eu- 
ropean and American business atti- 
tudes and practices will, however, un- 
doubtedly persist and are attributable 
in part to the smaller size of the na- 
tions of Europe. While the tourist can 
pass through several countries quickly, 
barriers of language, nationalism, 
habits, and laws, restrict the similar 
free movement by nationals of the in- 
dividual European countries, and to 
a lesser extent inhibit the movement of 
capital and goods. The inability or lack 
of desire to escape their surroundings 
intensifies and to a real extent also 
formalizes the person-to-person rela- 
tionships of businessmen within a 
given country. This also imposes a 
more responsible and dependent atti- 
tude toward and identification with 
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family, social class, and geographic 
location than is found in the much 
larger nations of the New World. 


Labor Costs and Supply 


The benefits to labor of a fringe and 
social security nature are more im- 
portant and certainly much more ex- 
pensive to the employer than in the 
United States. Seventy percent of the 
total labor cost of production can go 
for things other than the direct wage. 
Some of the fringe benefits undoubt- 
edly have created an appearance of 
paternalism on the part of the em- 
ployer: in order to avoid incurring an 
often large lay-off or severance pay- 
ment, the employer may “spread the 
work,” thus creating an under-employ- 
ment phenomenon at various times. In 
spite of these supplementary items the 
hourly cost of labor is less in Italy than 
it is in the United States. While some 
of Italian labor is unionized, the vari- 
ous unions differ among themselves 
largely along ideological (political) 
lines. 

Chronic unemployment, often 
amounting to about 10 percent of the 
working population, does not take into 
account the under-employment prob- 
lem just mentioned. Although unem- 
ployment is largely concentrated in the 
south, it spills over into the north to 
put pressure on the northern labor 
force. The unemployment problem 
probably will not be relieved until a 
significant commercialization of the 
southern region is brought about. Al- 
though a large amount of under-em- 
ployment exists in agriculture, it is 
doubtful whether improved agricul- 
tural conditions will make much differ- 
ence: over half the farm properties 
consist of less than one acre. The un- 
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employed are largely unskilled workers 
who nevertheless have given evidence 
of good response to training when job 
opportunities requiring skills are made 
available. Relief through the emigra- 
tion to other countries of huge num- 
bers of southern Italians is no longer 
possible due to quotas and other re- 
strictions imposed by many of the fa- 
vored nations. It has been facetiously 
observed that in former years people 
were Italy’s most important export. 
There is an element of truth in this 
observation even in the postwar years, 
but not in the sense of emigration: 
even though Italy is not able to export 
capital in significant quantities,’ it 
can export technical and scientific 
services, and it has done so to help 
the economy of several countries, no- 
tably in South America. 

While Italy has the only large pool 
of unemployed labor in the Common 
Market group, individual laborers can 
move to other Common Market coun- 
tries if specific employment is first 
offered. Italy’s stake in the Common 
Market is large. The nation stands to 
benefit when all barriers to the move- 
ment of capital, labor, and goods with- 
in the group of nations are completely 
broken down. If it is assumed that the 
expectation of vastly increased trade 
both within and without the Common 
Market will inevitably be fulfilled, 
then southern Italy immediately be- 
comes competitively attractive because 
of the subsidies and the surplus labor 
condition. Subsidization, however, 
while important in the early life of an 
enterprise, cannot assure successful 
operation of a business in the long run. 
Subsidization appears to be contrary 
to Common Market philosophy and 
should eventually be abandoned. It 
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probably is condoned in Italy and else- 
where because it is a widespread factor 
in the present international scramble 
for capital. There is a pronounced 
tendency for foreign and domestic com- 
panies operating in several or all of 
the Common Market nations to con- 
solidate their operations in one of the 
countries in order to take advantage of 
the increased efficiency of large scale 
operations. This tendency, which will 
accelerate as a customs union of Com- 
mon Market countries approaches 
reality, may cause some surprising 
shifts in the economic fortunes of the 
several countries. Italy will have to 
continue aggressively to promote the 
advantages of consolidating new and 
old operations within its borders rather 
than to rely on its surplus labor force 
as an attraction. 


Investment Ground Rules 


While a foreigner is either forbidden 
to invest in or is restricted in the oper- 
ation of such enterprises as shipping, 
aviation, periodicals, insurance, audit- 
ing, property custodianship, stock 
brokerage and banking, outside these 
areas foreign capital can operate in 
Italy and enjoy the same rights and 
assume the same obligations as do- 
mestic capital. This right is partially 
dealt with under the Treaty of Friend- 
ship, Commerce and Navigation he- 
tween Italy and the United States, 
which became effective in 1949. There 
are no restrictions on the repatriation 
of capital and the transfer of earn- 
ings invested in productive enter- 
prises; restrictions where the foreign 
investment is in pre-existing securi- 
ties have been waived in recent years. 
A foreign corporation can establish 
branches in Italy without bothering to 
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form an Italian corporation, but it then 
runs the risk of unlimited liability as 
well as difficulties in the determination 
of taxable income for Italian tax pur- 
poses—a problem not unfamiliar to 
an American corporation which fails to 
take into account the peculiarities of 
doing business in a state of the United 
States other than the one in which it 
is incorporated, A company only inter- 
ested in marketing a finished product 
may prefer to enter into an agency 
arrangement with an Italian company 
or person. A company holding desir- 
able patents may prefer to license an 
Italian manufacturer and collect roy- 
alties instead of entering a foreign 
field. An Italian corporation wholly 
organized with foreign capital is not 
denied access to the Italian money 
market, but finds some restrictions in 
effect as to the amount it can raise in 
the form of indebtedness. 


Taxation 


The taxation of business in Italy will 
be familiar to an American in broad 
outline, though not in detail, because 
the design of the postwar Italian tax 
system was influenced by that of the 
United States. There is a national in- 
corporation and franchise tax, both 
corporate and personal income tax, a 
manufacturers tax, a variety of sales 
taxes, a property tax, plus a variety of 
minor taxes on transactions. Local 
governing bodies also have limited 
taxing authority. An American-Italian 
Tax Convention of 1955 was designed 
to alleviate double taxation. The pres- 
ent-day Italian tax system represents 
a radical improvement over prewar 
standards in both equity and admin- 
istration. 
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The rise and fall of several premiers 
in the government over recent years 
has called uneasy attention to the polit- 
ical maneuvers which have contributed 
to these rather frequent changes in po- 
litical balance. 


Balancing Factors 


The restlessness of Italy’s postwar 
political situation reflects in part the 
difficult adjustment to the harsh real- 
ity of defeat in a major war for which 
the nation was unprepared, and the 
swift transition which followed from 
monarchy to fascism and then to de- 
mocracy. Wide shifts in internal po- 
litical orientation and power inevitably 
resulted. 

Italy is politically divided along sev- 
eral strong ideological lines, which 
is not undesirable in itself so long as 
the overall national interest is not 
thereby thwarted. A healthy sign is 
the wholehearted participation by most 
of the population in the postwar eco- 
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nomic recovery which was stimulated 
by governmental concessions to indus- 
try and aided by the intelligent co- 
operation of management and labor. 
However, the chronic unemployment 
problem has, together with the cross 
currents of the Cold War which swirl 
over all of Europe, had an unsettling 
influence on the political stability of 
Italy. However, it appears to be en- 
tirely unwarranted to make pessimistic 
predictions about the character of the 
Italian government in the future. It 
is worth noting that the political man- 
euvering that has taken place in Italy 
in the last several years has not tar- 
nished the bright economic present and 
future of Italy; nor have any of her 
commitments and concessions to in- 
dustry and commerce been adversely 
affected. So far as foreign investment 
is concerned, Italy is in a geograph- 
ically favorable and economically ad- 
vanced position among the nations of 
the Mediterranean Sea and southern 
Europe. 





1. The term southern Europe is not as pre- 
cise as it may seem. Usually, southern Europe 
is assumed to include Portugal, Spain, Italy 
and Greece, together with islands belonging 
to these nations, plus several minor political 
entities. France, in spite of her generous 
border on the Mediterranean, and Yugoslavia 
are not included. Considerable liberties are 
taken with the words “Mediterranean” and 
“southern,” but this appears to be a rather 
general state of affairs among persons, in- 
cluding geographers, who write about this 
region. Oftentimes the context in which these 
two words are used prevents any significant 
misunderstanding. 

2. United Nations Statistical Yearbook, 
1959; Statistical Abstract of the United 
States, 1960. 


3. Roughly translated, “The Fund for the 
South.” For purposes of this program the 
underdeveloped south begins a fairly short 
distance below Rome and includes the islands 
of Sicily and Sardinia. 

4. A formal date for recognizing the emer- 
gence of modern Italy is March 17, 1861, 
when the first Italian parliament in Turin 
proclaimed the constitution of the kingdom 
of Italy. After that date territory was still 
annexed and lost as the result of political 
action and war settlements. The fascist era 
began when Benito Mussolini in effect took 
over the government in October, 1922 and 
ended in July, 1943 with the repudiation of 
Mussolini by the Grand Council of Fascism. 
This was followed by a chaotic and painful 
civil war between fascists and partisans, 
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further complicated by concurrent campaigns 
to drive the Germans out of Italy. Mussolini 
was executed by the partisans in April, 1945. 
The birth of democratic Italy followed a 
referendum of June, 1946, which favored a 
republic (12,700,000 to 10,700,000): the new 
constitution of Italy came into being in 
January, 1948. 

5. Its stockholder and owner role reflects a 
difference in basic philosophy with the defunct 
Reconstruction Finance Corporation (RFC) 
of the United States. Whereas the RFC 
deliberately worked itself out of business, the 
Italian government very much stayed in busi- 
ness after the depression emergency was over. 
6. A number of successful postwar manage- 
ment training schools offering intensive pro- 
grams in management subjects have arisen in 


sidized, in part by American funds. These 
schools are not degree-granting institutions in 
the ordinary sense, but operate along the lines 
of some of the executive training programs 
offered in the United States, though usually 
on a more expanded scale. The author taught 
in such a school in 1959—The Instituto Post- 
Universitario per lo Studio dell’ Organizza- 
zione Aziendale—as have other staff at Michi- 
gan State University. IPSOA was founded in 
1952 in Turin, Italy, and is probably the oldest 
such specialized institution in Europe. 

7. The recent acquisition of control over the 
Underwood Corporation by Olivetti is one of 
the interesting exceptions. In the majority 
of instances foreign participation has taken 
the form of a joint venture with foreign 
companies or agencies furnishing significant 


Europe. Initially at least they were sub- amounts of capital. 





Freeways and the - Spirit: 1820 


The Cumberland Road, supposed to have been surveyed by Daniel Boone, was the 
first national highway, as much a cause for patriotic pride a hundred and forty 
years ago as the Interstate System is today. It started in 1806 in Cumberland, 
Maryland, and was constructed by the army, with federal funds. It never quite 
reached St. Louis, as planned, but much of U.S. 40, east of that point, follows 
its course. The following is an editorial protest against a proposal, in Congress, 
to make a toll road of it. 


Some interesting facts respecting this great national work, will be found 
among the proceedings of Congress. We are truly surprised at the project of 
exacting a toll upon it, with the establishment of a regiment of gate-keepers, in 
the service of the United States. We cannot believe that this noble work, designed 
for the interesting purpose of drawing the Western States nearer to those on the 
sea-board will be disgraced by two-penny collections of toll, at every ten miles of 
the road. If national works are to be managed on the principle now proposed to 
be applied to the Cumberland Road, we do not wish to hear of any more of them. 


Editorial, “The Cumberland Road,” Niles Weekly Register, 
(Baltimore), March 25, 1820. Abridged. 
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F oreign Investments 


and Domestic Employment 


The past decade witnessed an enor- 
mous increase in American private in- 
vestments overseas. According to De- 
partment of Commerce estimates, 
United States holdings of production 
facilities abroad amounted to $29 bil- 
lion in 1959 compared to only $12 bil- 
lion in 1950.1 Over two-thirds of the 
total is divided equally between Canada 
and Latin America, and another fifth 
is located in western Europe. In 1958, 
United States producers spent 17 per- 
cent of their total capital outlays 
abroad. A large part of these invest- 
ments consisted of earnings plowed 
back into foreign enterprises. 

There are many reasons for the 
growing trend of overseas expansion, 
not the least of which are lower labor 
costs, expanding overseas markets, and 
the erection of tariff barriers against 
American made products. These stim- 
ulants appear strong enough to coun- 
teract the special risks and problems 


Development of underdeveloped nations 
involves expansion of overseas markets 


and higher living standards at home. 


involved in overseas ventures.” In ad- 
dition it has been the official policy 
of the American government to en- 
courage foreign investments by Amer- 
ican enterprises. As a part of this 
policy the administration carries out 
an investment guaranty program? 
covering the following risks: loss 
through expropriation or confiscation ; 
loss from damage to physical assets 
caused by war; and loss through in- 
ability to convert foreign currency re- 
ceipts into dollars. Currently under 
Congressional discussion is a bill de- 
signed to defer United States taxes on 
income earned in certain nations 
abroad. 

This official policy does not enjoy the 
unqualified support of the entire busi- 
ness community. One of the common 
allegations against the promotion of 
foreign investments is that the export 
of capital would result in export of jobs 
from the United States. It is to the 




















examination of this contention that the 
following paragraphs are devoted. But 
before turning to this subject, it would 
be useful to explore some major bene- 
ficial effects of foreign investments 
which make them well worthy of public 
support. 


AMERICAN INVESTMENTS AND 
ECONOMIC DEVELOPMENT 


The flow of American capital to for- 
eign lands tends to increase the pro- 
ductivity of capita) the world over. As 
a general rule, the return on capital is 
lower in areas in which it is plentiful 
(such as labor and land) than in areas 
relative to other factors of production 
where it is relatively scarce. This dif- 
ferential is a reflection of the fact that 
an added unit of capital would tend to 
be more productive in the first than in 
the latter areas. The United States, 
being a capital-rich country, can afford 
to give up large amounts of capital 
without substantially reducing its pro- 
ductivity. The same amount of capital, 
when added to the stock of capital-poor 
countries, would contribute substan- 
tially to their productive capacity. In 
other words, by transferring capital 
from the United States to underdevel- 
oped nations, productivity here de- 
clines to a much smaller extent than it 
rises in the recipient nations. Under 
ordinary circumstances, such transfers 
would be induced by the profit dif- 
ferential between the two areas and 
would in turn tend to equalize that 
differential. In the process of doing so 
they would increase productivity all 
around. 

To the underdeveloped nations, Uni- 
ted States private investments are a 
means of achieving sustained economic 
growth and a higher standard of liv- 
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ing. Central to the development process 
is*the savings-investments mechanism. 
As a general rule (abstracting from 
the government sector) any production 
process generates income in the form 
of wages, profits, rent, and interest 
equivalent in value to the final product 
produced. That income is therefore suf- 
ficient to buy the entire product. If 
income receivers in a nation spend all 
their income on the purchase of con- 
sumer goods, that would require the 
employment of all productive resources 
in the production of such goods. As- 
suming full employment, no resources 
could then be devoted to enlarging the 
nation’s capital stock. If on the other 
hand consumers save part of their in- 
come (abstain from consumption), 
some resources in the economy would 
be freed, and could be employed in the 
production of investment goods. They 
would thus increase the capital stock 
and the productive capacity of the 
nation. In other words, by piercing the 
money veil we discover that the func- 
tion of private savings in the economic 
development of a free society is to free 
resources from the production of con- 
sumer goods which do not add to future 
productive capacity. The government 
can also accomplish this task by taxing 
away a large part of consumer income 
and using the revenue to purchase re- 
sources for investment purposes. The 
fact that consumers will not have all 
their income to spend on consumer 
goods will insure the availability of 
some resources for economic develop- 
ment. Another way in which govern- 
ments often try to bring about develop- 
ment is by creating new money and 
bidding away resources from the con- 
sumer sector by offering to pay higher 
prices for them. Under these inflation- 
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ary conditions the consumer is forced 
to abstain from consumption because 
of the rise in prices. The method is 
therefore a form of “forced savings.” 


The Process of Development 


The freeing of resources from the 
production of consumer goods is a 
necessary but not a sufficient condition 
for economic development. The re- 
sources must next be properly em- 
ployed in the production of investment 
goods. When development is carried out 
through the public sector, the govern- 
ment serves the function of trans- 
ferring savings into productive invest- 
ments. But when it is accomplished 
privately, individual entrepreneurs 
must perform this function. 

Underdeveloped nations lack both 
prerequisites for sustained economic 
growth. Because of low incomes their 
citizens are unable to save much, and 
at the same time they are short of com- 
petent entrepreneurs to carry out the 
investment process. By contrast, our 
private investments in these countries 
perform this dual function. First, they 
transfer part of our relatively abun- 
dant® savings abroad where they are 
badly needed; and second they provide 
the entrepreneurial ability and tech- 
nological know how necessary to trans- 
form these savings into productive in- 
vestment. It should also be noted that 
the transfer of our savings abroad 
may, under certain conditions, alleviate 
our own unemployment caused by de- 
ficient spending. 


ALLEGED ADVERSE EFFECTS 


In view of these beneficial effects it 
is important that the trend of overseas 
expansion continue at an accelerated 
rate. Yet all too often one reads in the 
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public press comments which are ad- 
verse and even hostile to this process. 
One such argument is that foreign in- 
vestments are partly responsible for 
this nation’s balance of payments defi- 
cit in 1958-1959. It is, however, im- 
possible to isolate foreign investments 
from other factors affecting our bal- 
ance of payments position. The point 
must be considered in the general con- 
text of the deficit, a task undertaken 
in a recent issue of this magazine.* 
Here it will suffice to make two re- 
marks. First, inasmuch as there was 
one main factor responsible for the defi- 
cit, that factor was the improved sup- 
ply conditions in the industrial nations 
of western Europe and Japan. Second, 
in the long run foreign investments are 
likely to improve rather than weaken 
our external position. Sooner or later 
income from foreign investments (not 
plowed back into overseas enterprises) 
will exceed the outflow of investments, 
thus creating a net inflow of funds into 
the United States. 

A second and more frequently heard 
argument is that our export of capital 
means export of jobs. As United 
States industry directs a rising propor- 
tion of its capital spending to overseas 
projects, it is probable that job oppor- 
tunities will not rise as sharply as in 
other periods of high capital spending.” 
A full volume of hearings by a Senate 
subcommittee was recently devoted to 
this problem.’ That effect, it is further 
argued, tends to generate protectionist 
sentiment among American workers. 


Flaws and Misconceptions 


The rationale behind this argument 
is simple. If our capital is used to in- 
crease production facilities overseas, 
commodities produced there will dis- 
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place American exports and may even 
compete with United States products 
in our domestic market. The major flaw 
in the argument lies in its over-simpli- 
fication. It overlooks the crucial fact 
that the increase in overseas produc- 
tion will necessarily be accompanied by 
rising foreign income and imports. 

Most people conceive of international 
trade as an exchange of manufactured 
commodities from industrial nations 
for raw materials and agricultural 
products from the primary-materials- 
producing nations. It would follow 
from this assumption that the latter 
nations constitute our major export 
markets, and that these markets would 
contract as they become industrialized. 
Nothing, however, can be further from 
the truth. Contrary to this common 
misconception, most world trade con- 
sists of the exchange of highly special- 
ized manufactured commodities among 
the industrialized nations. 


THE PATTERN OF TRADE 


Statistical evidence shows that more 
than half of the manufactured products 
exported from industrialized countries 
today go to other industrialized coun- 
tries. All other countries, accounting 
for three-fourths of the world popula- 
tion, receive less than half of these 
exports. Per capita import of manu- 
factured commodities in 1955 amounted 
to $53 in industrial nations compared 
to $11 in non-industrial nations. Thus 
on a per capita basis the industrial 
countries were almost a five-times- 
better market for their own manufac- 
tures than was the market furnished 
by the non-industrial countries. The 
reason for this phenomenon is not dif- 
ficult to find. Most of the income and 
therefore the purchasing power in the 
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world is in the hands of industrial na- 
tions. They are the only ones able to 
import industrial commodities, while 
residents of poorer nations must spend 
all their incomes on the bare necessi- 
ties of life, most of which are produced 
locally. 

These figures are consistent with his- 
torical data showing that increased 
production of manufactured goods has 
normally been accompanied by in- 
creased imports of manufactured prod- 
ucts. This fact was well documented 
for a period of half a century preceding 
the second world war by the League of 
Nations study Industrialization and 
Foreign Trade (Geneva, 1945). Once 
industrialization proceeds beyond the 
early stages, the increased imports con- 
sist of consumer as well as capital 
goods. Countries tend increasingly to 
specialize in the particular sub-cate- 
gories of manufacturing in which they 
enjoy comparative advantages, and to 
import the rest. And with the increase 
in their productivity and living stand- 
ards, they have a greater capacity to 
import. 

These data apply with particular 
cogency to the export trade of the 
United States. Table I demonstrates 
that the well-developed industrial coun- 
tries constitute our major export mark- 
ets. By helping in the development of 
underdeveloped nations, we shall con- 
tribute to the attainment of higher liv- 
ing standards, and to the expansion of 
our overseas markets. Our export 
markets and employment opportunities 
at home are thus likely to expand 
rather than contract in the long run 
as a result of this process. 

This does not mean that the Ameri- 
ean economy will not have to undergo 
any adjustments as backward nations 
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TABLE I 


IMPORT OF INDIVIDUAL COUNTRIES 
FROM THE UNITED STATES, 1957 








Per Capita 
Imports 
Per Capita From the 
Country Income United States 
Cl ees $1899 $235 
United Kingdom .... 1199 21 
West Germany ..... 989 19 
Netherlands ........ 836 50 
JS eee eres 307 14 
CC S° Se ee eer 169 ZAZ 
BRNO oc Ses aks 136 1.67 
MUNN ER oc fe Ss gece 134 4.10 
Thailand «<2 20)... 92 3.24 
BU Be ei ai 68 1.10 
Indonesia .......... 65 1.28 
POMIGIAN 5.006.066 sce 65 132 
OS eee eee 56 0.387 
PENIOPIA ccs cess 47 0.33 


Source: Derived from the Committee for a National 
Trade Policy, Industrial Development Abroad — Threat 
or Opportunity, Washington, D. C., 1959, p. 16. 


develop. The pattern of their demand 
will undoubtedly shift as they go 
through the various stages of develop- 
ment, causing changes in the composi- 
tion of our exports to them. But since 
foreign trade in general occupies only 
a minor share in the American econ- 
omy, it is highly unlikely that the re- 


quired adjustments will be of signifi- 
cant proportions. 


Trade Adjustment Program 


Yet in order to minimize the effect 
of any possible injury occurring be- 
cause of economic development abroad 
or freer trade policy in the United 
States, Congress should enact proposed 
legislation known as the Trade Adjust- 
ment Program. The proposed act would 
aid communities injured by import 
competition to diversify their indus- 
trial base through research and low 
interest loans; it would help injured 
employers to find new avenues of pro- 
duction by providing information, 
loans, and other forms of encourage- 
ment; and finally it would help in the 
adjustment of workers through re- 
training programs, adult education, 
and defrayal of transport cost to new 
places of employment. Enactment of 
such a program would insure that 
while we all benefit from industrial 
growth abroad, those few of us who 
get injured would be adequately com- 
pensated. 





1. See also McGraw-Hill, Survey of Foreign 
Operations (U. S. Industrial Companies), 
1959-1960. 


2. These problems were a subject of detailed 
discussion in two recent issues of this maga- 
zine. See H. G. Brainard, “American Invest- 
ments Abroad, I and II,” Business Topics, 
Winter 1959, pp. 31-40 and Spring 1959, pp. 
31-40. 


38. See M. N. Whitman, The United States 
Investment Guaranty Program and Private 
Foreign Investments, International Finance 
Section, Study No. 9, (Princeton: Princeton 
University Press, 1959). 


4. For details sce the Wall Street Journal, 
May 20, 1960. 

5. Because of our high income it is com- 
paratively easy for us to save. 

6. “The Changing International Position of 
the Dollar,” Business Topics, Winter 1960. 

7. Wall Street Journal, May 11, 1960. 

8. U.S. Private Foreign Investment; The 
Effect of Private Foreign Investment on U.S. 
Employment, Profits and Markets; Hearings 
before a Subcommittee of the Committce on 
Banking and Currency, United States Senate, 
Eighty-Sixth Congress, First Session, Wash- 
ington, July 13-15, 1959. 
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J. L. VAUGHAN 


Communications for the Layman 


Our knowledge of this important field is still 


highly imperfect, but some of what is now known 


is useful, and should be made available to all. 


The purpose of this article is to ex- 
plore, on a non-technical level, some 
of the approaches and techniques for 
effectively communicating ideas. There 
are two principal difficulties encoun- 
tered in discussing the subject: a 
lack of precise, verifiable data, and the 
ramifications across many specialized 
fields of knowledge. Reputable scholars 
have undertaken research in specific 
areas, but no one has yet appeared who 
has claimed to have fully grasped all 
the implications of communications 
and systematized the body of knowl- 
edge required to explain what happens 
when there is an exchange of ideas 
between individuals or groups. Much 
remains to be done on what Sir James 
Frazer describes as the comparative 
anatomy of the mind. 

The present writer suggests, how- 
ever, that, with proper qualification, 
some of what is now known can be use- 
ful and should be made available. 


Fuller explanation, clarification, and 
correction of his views will be forth- 
coming as knowledge of this complex 
and subtle subject grows and becomes 
more fully documented by research. 
Meanwhile, a suggested approach for 
the layman may serve a useful. pur- 
pose, both by helping him deal with the 
communication situation and by warn- 
ing him not to accept too readily claims 
of so-called experts who oversimplify 
the grave difficulties of dealing with 
the exchange of ideas and information. 
It is all too easy to succumb to the no- 
tion that there is a quick, ready for- 
mula for establishing “right” com- 
munication patterns and obtaining so- 
lutions applicable to all the problems 
facing every human being attempting 
to exchange ideas and information. It 


is not that easy. There are no ready 


remedies and quickie courses; effective 
communication results only from an 
understanding of the situation and a 
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willingness to engage in an exchange. 
What is suggested here is that any dis- 
cussion of the methods of effective 
communications must at present be 
qualified and tentative. All the tech- 
niques are a means to an end, nothing 
more. 


MODES OF COMMUNICATION 


Consciously or unconsciously, every- 
cne has observed the effects of com- 
munication. Every human act seems 
to have some relationship to communi- 
cation. Gestures, frowns, smiles, or 
particular modes of dress convey a 
message either clear and distinct, or 
cloudy and vague. To the perceptive, 
there is a message to be read and inter- 
preted, and perhaps answered. Pos- 
sibly there are techniques for sending 
and receiving these messages, and even 
a glimpse into this almost intuitive 
realm may have a profound and last- 
ing effect on one’s whole life. Certain- 
ly emotions, different racial, education- 
al and social backgrounds, and many 
other factors, play a significant part. 
Equally clear is the lack of precise 
answers or formulas which hold in- 
variably for every situation under all 
circumstances. Great uncertainty at- 
tends en attempt to penetrate this 
misty area, and yet even the effort 
helps sharpen awareness and percep- 
tion that something significant is hap- 
pening. 

All phases of life demand talking 
and working with people whose com- 
munication channels are blocked by 
emotional responses such as joy, Oover- 
enthusiasm, fear, anxiety, and distrust. 
To deal with people effectively, one 
must remember they are each unique 
individuals and differ from others in 
many respects, visible and invisible. 





Winter 


Obviously, no one can know everything 
about a fellow human being, and there- 
fore one cannot hope for completely suc- 
cessful communication. Yet knowing 
people, even in a limited sense, is power 
because channels of communication op- 
en more frequently and easily when the 
exchange is less formal. 

The following views may serve as 
an approach to communications. They 
may encourage reflection and observa- 
tion, perhaps refutation, and a new 
examination of ways of exchanging 
ideas whether through words or other 
symbols. 


What Goes On? 


There is no neat, simple way of 
knowing what is going on outside or 
inside a person. He probably does not 
know himself. There is a vast differ- 
ence between what appears, super- 
ficially, to be true and what is actually 


‘true in any communication situation. 


No one knows, precisely. In describing 
the differences in attitude of the Jap- 
anese and the people of the United 
States, Fosco Maraini in Meeting with 
Japan touches on the problem: 


What happens if instead we look at men who 
belong to different civilizations from the in- 
side? If we substitute words for actions 
which may look identical but are often only 
similar? If we say to a man and woman: 
Speak! Speech is the magic key that opens up 
the panorama of the mind. We shall then dis- 
cover that every phrase, from the simplest 
to the most complex is pregnant with implicit 
assumptions. Every single manifestation of 
thought yields unexpected flashes of insight, 
disclosing the mental dominions, principali- 
ties, and powers which denote the mind’s 
grasp of the outer world, by that very act 
enriching itself by the creation of an inner 
world.’ 


People are constantly changing, 
even while trying to convey thoughts 
to each other. There is no possibility 
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of remaining static. No one position 
or judgment seems to be permanently 
correct or relevant. For example, as 
children grow up, their parents and 
friends often fail to recognize intellec- 
tual, emotional, and physical changes. 
Old friends continue to regard these 
young adults as small and undeveloped, 
and consequently are unable to talk to 
them intelligently. Elderly people fail 
to recognize they have changed and 
are no longer capable of accomplishing 
things they once did so easily, though 
they still think they can. From one 
point of view, King Lear is a fasci- 
nating study in the breakdown of com- 
munications between people of differ- 
ent age levels. 


Change and Communication 


Imperceptibly, change plays a sig- 
nificant part in the communication 
process on any level. At any moment 
some distraction or unpleasant and 
unfortunate thought may float through 
a person’s mind and completely destroy 
the whole communication pattern. 

Anyone attempting to communicate 
must recognize that he, too, is con- 
stantly changing. He may have devel- 
oped broader interests, or gone into 
his shell, lost flexibility and interest 
in new ideas. Without realizing what 
has happened, he may have, in popular 
language, slipped, got into a rut, 
grown, taken a new view or developed 
different interests or attitudes. The 
approach that once would have ap- 
pealed to him is now of no concern 
whatever. Recognition of such change, 
either by him or others, may come in 
a flash or over a long period of time. 

Human limitations are very real and 
must be faced squarely and honestly. 
Not being omniscient, one cannot wise- 
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ly close his mind to things or state- 
ments because they are disagreeable or 
incomprehensible. Nor can he regard 
situations or events as final, and gen- 
eralize freely about individuals, things, 
or events. One of the greatest tempta- 
tions is to make sweeping statements 
or draw inferences from insufficient, 
outdated, and often erroneous data. 
A statement like “I hate modern art” 
or “The country is going to the dogs” 
is a signal that overgeneralization and 
oversimplification have crept in. 

In The Open Mind, J. Robert Oppen- 
heimer has spoken to this point: 


This is a world in which each of us, knowing 
his limitations, knowing the evils of super- 
ficiality and the terrors of fatigue, will have 
to cling to what is close to him, to what he 
knows, to what he can do, to his friends and 
his tradition and his-love, lest he be dissolved 
in a universal confusion and know nothing 
and love nothing. It is at the same time a 
world in which none of us can find hieratic 
prescription or general sanction for any ig- 
norance, any insensitivity, any indifference. 
When a friend tells us of a new discovery we 
may not understand, we may not be able to 
listen without jeopardizing the work that is 
ours and closer to us; but we cannot find in a 
book or canon—and we should not seek— 
ground for hallowing our ignorance. If a man 
tells us that he sees differently than we, or 
that he finds beautiful what we find ugly, we 
may have to leave the room from fatigue or 
trouble; but that is our weakness and our 
default. If we must live with a perpetual 
sense that the world and the men in it are 
greater than we and too much for us, let it 
be the measure of our virtue that we know 
this and seek no comfort. Above all, let us 
not proclaim that the limits of our powers 
correspond to some special wisdom in our 
choice of life, of learning, or of beauty.” 


What one does conveys the accurate, 
authentic message. Many of the great- 
est and some of the most intimate ex- 
changes of thought have not been, can- 
not be, verbalized. Habits of dress, 
behavior, manners, ways of dealing 
with situations, and general attitudes, 
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even silence, convey the message. Un- 
conscious communications of all types 
are frequently more important than 
conscious ones. This is easily demon- 
strated from anyone’s’ experience. 
Communication goes on constantly, 
and there is a transfer of ideas and 
impressions through all sorts of chan- 
nels, such as sound, touch, smell, taste, 
and sight. 


APPROACH AND PROCEDURES 


If the person attempting to com- 
municate has not determined what he 
wants to say, there is little possibility 
that anyone else will be able to decode 
the message. The first step is for the 
author, or originator, rigorously and 
precisely to examine his material to 
be sure that it is authentic, correct, 
and complete. He also has the obliga- 
tion to look for hidden assumptions, 
faulty logic, and hasty, ill considered 
conclusions. Statements that ‘“‘come off 
the top of one’s head” may be provoca- 
tive and amusing but are rarely e/ffec- 
tive in the transfer of ideas from one 
person to another and occasionally 
lead to misinterpretation and frustra- 
tion. The author must not, to quote 
Roger Ascham, be “rash in uttering.” 

What is thought to be unsuccessful 
communication may actually be faulty 
planning or reasoning by the orginator 
of the message, and skill or technique 
cannot entirely compensate for blun- 
dering, slip-shod preparation of basic 
material. Under the most favorable 
conditions, communication is rarely 
completely successful. No one should 
multiply the difficulties inherent in the 
situation because the object of com- 
munication is the successful transfer 
of ideas or information to another per- 
son. Faulty preparation and careless 
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handling of the material jeopardize 
the whole effort, so the sender defeats 
his purpose at the outset. Regardless 
of the reasons, if the communication 
fails, the person trying to convey the 
material always loses. 


Common Denominators 


One of the first requirements for ef- 
fective communication is the attain- 
ment of common denominators. A bas- 
ic decision has to be made about how 
to communicate with the audience. 
Obviously, there are different personal, 
social, professional, educational, and 
age levels for individual groups. Each 
of these has its own range of experi- 
ence and vocabulary. The situation 
might be represented in this way: 


Egocentric - - Egocentric 


/ 


((co)) - Common Denominator 


“We” 


Assuming most people are basically 
egocentric (“I’’), the problem is to dis- 
cover common denominators (‘“CD”’’) 
and develop an area of mutual interest 
and language to get to “We.” 

Starting with two egocentric or “T’’ 
positions, there is a joining together 
where anything in common is explored 
and used as a basis for further com- 
munication. Avoiding the sensitive 
areas, if possible, the two persons 
search for compatible areas. Here, at 
least, conversation about similar atti- 
tudes or ideas can begin. 

Large areas of disagreement or of 
unlike interests may appear. Some- 
times difference in experience or lack 
of training block conversation. Shop- 
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talk is a good example of the way in 
which CD may be developed between 
people of similar interests. Nothing, 
however, is more boring to the unini- 
tiated person than shop-talk by a 
professional. Under these circum- 
stances, one of the persons is forced to 
remain silent and there is a negative, 
undesirable effect. If there are mutual 
interests, the persons concerned are 
attracted to each other. Instead of “I” 
or “my,” the pronouns shift to “we” 
and “our.” Instead of “my plant, my 
work, my children, my hobbies,” “we” 
and “our” become predominant. This 
new attitude indicates a change from 
the egocentric to the plural view—a 
dual and different world. 


Serpents and Doves 


Humility and wisdom are basic to 
good communication. The parables 
of Jesus exemplify his extraordinary 
skill in handling the communication 
situation. When instructing his disci- 
ples, Jesus counselled: “Be ye there- 
fore wise as serpents and harmless as 
doves” (Matthew 10:16). This could 
be described as the “S + D” technique 
where “S” represents wisdom and “‘D” 
humility. Jesus knew that if his disci- 
ples were to be successful they had to 
be wise men able to deal with other 
people. They had to ask themselves 
some questions: “What is this situa- 
tion in which I find myself? Where am 
I in relation to the event, the audience 
and the message? When and how shall 
I speak out? What experience and 
language level shall I use?” 

The “D” represents humility. Jesus 
knew quite well that the man who 
recognized his own limitations and 
was willing to admit them was the 
man who had the better chance of 


getting a hearing from his fellows. 
Jesus was describing an attitude of 
mind necessary for effective communi- 
cation. He wanted each disciple to say 
humbly: “In any message that I shall 
undertake to give you, I must recog- 
nize my limitations and agree that 
there are other points of view which 
must be considered.” Such an attitude 
left no place for intellectual arrogance, 
pride or a better-than-thou attitude. 
Jesus knew so well that the truly hum- 
ble person creates a better climate 
for communication than one who 
frankly admits that he is a very bright 
fellow who knows all the answers. 

Socrates took very much the same 
position as Jesus. Time after time, he 
admits ignorance and asks for further 
enlightenment. Apparently, Benjamin 
Franklin had this same guileless ap- 
proach. If he wanted to develop a 
point, he frequently started by making 
a humble assertion or asking a ques- 
tion. All of these men knew the ef- 
fectiveness of the question in establish- 
ing a communication pattern. They 
found from experience that communi- 
cation ceases when one contradicts 
another or sets up a situation where 
hostile emotions are aroused. 


Time and Mood 


Since the communication must be 
two way, there must be an acceptable 
CD and the occasion and material must 
be compatible. The following triangles 
suggest some of the necessary condi- 
tions. 


You > CD <——- Other Person 


Materiol Occasion Moterial Occasion 
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The presentation must be structured 
so that the two triangles, insofar as 
possible, coincide to create a success- 
ful communication situation. The per- 
son trying to convey a message must 
have done some careful, unhurried 
planning and preparation to establish 
CD, to be sure that the main points 
are well organized, logical, and well 
documented, and stated in the right 
language. The occasion includes an 
appropriate time and place for the 
recipient of the message, so that he 
will be in the right frame of mind. 
The right timing and mood are ex- 
tremely important. 

All of this is another way of saying 
that in order to communicate properly 
and effectively, there must be a har- 
monious point of view. The material 
must be appropriate and at the proper 
level and the occasion must be right; 
otherwise there is no meeting of minds. 
Anger, fatigue, tension, embarrass- 
ment, and other types of emotional 
disturbance impair communication. 
When the tone of the occasion is 
wrong, there is little hope of convey- 
ing a message. 

Most experts have suggested that 
the message must be properly and ade- 
quately encoded so that it can be re- 
ceived and decoded. The message must 
always be fully encoded in the lan- 
guage and intellectual level of the per- 
son receiving the information. 

It is all too easy to prevent correct 
reception by failing to put the material 
in terms of the two triangles. When 
a specialist uses technical information 
or language inappropriate for the oc- 
casion or for the educational or experi- 
ence level of the person doing the lis- 
tening or reading, he has little chance 
of getting his message to the receiver. 
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Lacking the specialized background of 
the sender, the receiver too often mis- 
understands or misinterprets through 
no fault of his own. In popular par- 
lance, he doesn’t get it. 

Incorrect decoding frequently occurs 
because some of the required data have 
been omitted on the false assumption 
that they are common knowledge. 
Recently the chairman of a meeting 
began by saying: “All of you are 
familiar with the facts in this case, 
sO we can proceed to a discussion.” A 
newly appointed officer in the com- 
pany replied: “I am sorry, but I know 
nothing more than hearsay and gossip 
about the problem.” How fortunate 
that he spoke up; otherwise he and 
others would not have received the 
necessary briefing. False pride and 
silence born of fear completely block 
communication. 


AIDS TO COMMUNICATION 


Sometimes visual aids—charts or 
other types of illustration — aid in 
forming a picture for the mind. A 
graphic illustration with adequate ex- 
planation, followed by discussion and 
questions, will clarify a problem much 
faster than merely a statement. Words 
get worn smooth and lose force where 
good pictures leave a lasting impres- 
sion. Television has shown how the 
eye can often send a clear, sharp, un- 
forgettable signal to the brain. It is 
important to remember that illustra- 
tions must illustrate. Blurred or 
crowded graphs, for example, are 
worse than nothing. 

The language level sometimes con- 
fuses decoding. There are at least 
three different major language levels: 
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the language of the layman, that of the 
expert, and that of the specialist. In 
every endeavor, the creator of the mes- 
sage must take these into considera- 
tion. For instance, the physician when 
talking to the layman must not use 
technical terms; if he is talking to an 
expert he can assume a knowledge of 
scientific terms. Even the expert, how- 
ever, must at times have special terms 
explained, so there is a middle ground 
where definitions must be agreed up- 
on. For example, a chemical and an 
electrical engineer have to use this 
middle ground with fewer specialized 
terms in order to talk about an engi- 
neering problem. 

Where highly specialized vocab- 
ularies are developed, only the initiated 
can exchange ideas with satisfaction. 
Recently a group of physicists agreed 
on a set of symbols to describe their 
particular work. If someone unfa- 
miliar with this particular field in 
physics looks at these symbols, he is 
lost. Even those knowledgeable in 
general physics have difficulty. If effec- 
tive communication is to take place, 
everyone hearing the conversation or 
reading the material must be able to 
understand the vocabulary; otherwise 
no useful purpose is served. 

Some years ago, a distinguished 
chemist gave a lecture on heavy water. 
Sensing that he had persons of differ- 
ent educational levels and competence 
in the audience, he announced: “I am 
going to divide this lecture into two 
parts; the first will be a popular treat- 
ment of the subject, the second will be 
specialized and technical. When I fin- 
ish the first part, I shall stop for a 
brief intermission so that those of you 
who are not interested in my calcula- 
tions and charts will not be bored 


stiff.” The audience appreciated his 
thoughtfulness, and he was rewarded 
by receiving spirited questions from 
those who remained through the sec- 
ond part. 


A Diversity of Laymen 


Everyone is a layman in some fields. 
The physician is certainly a layman in 
theology and would be unable to follow 
a discussion on eschatology. The en- 
gineer has little, if any, knowledge of 
the law; the word “tort” staggers him. 
The business man may know the mar- 
ket and his product but is puzzled and 
annoyed by words like “suture” or 
“sump.” Each profession or trade has 
its own language and many different 
levels. 

Regardless of the symbols, people 
also appear to take in ideas in differ- 
ent ways and at varying rates. The 
ideas must be packaged to fit the con- 
sumer. Ineffective communication oc- 
curs at times because the message is 
not structured for a particular person 
or audience. The following diagram 
illustrates an approach to this matter. 


General to Specific Specitic to General 


Conclusions 


2 Genera list Specific Specific Specialist 
Vi Dota Dota 


There are people who want general 
information first. Usually an execu- 
tive is in this class: with a heavy and 
exacting schedule, he prefers to have 
conclusions first, then the details. If 
interested, he has staff available to 
check the facts and verify the conclu- 
sions. 
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Misorientation 


At a meeting of the executive com- 
mittee of a large corporation, a chemist 
was invited to present the results of 
his research on a project of consider- 
able commercial value. After setting 
up necessary charts, he began by stat- 
ing the object of the experiment, de- 
scribing the apparatus, and the de- 
tailed findings. The chairman of the 
group said quietly, “Dr. , were 
the results conclusive and successful?” 
The chemist replied, “Yes, within rea- 
sonable limits, though I haven’t ex- 
hausted all possibilities.” The chair- 
man then asked: “Can our company 
produce this chemical successfully in 
large quantities?” The chemist, “I 
believe so.” The chairman, “Dr. ____., 
we regret there is not time for a de- 
tailed discussion on the matter. We 
have faith in your professional com- 
petence; we are satisfied. Thank you 
very much.” The chemist, looking sur- 
prised and bewildered, wandered out 
of the meeting. Here is an instance of 
misorientation. Accustomed to talking 
with specialists in his own field, the 
chemist had put his findings in the 
wrong package, if he wanted to talk 
to busy management. Probably he had 
never thought about effective com- 
munication for another type of group. 
He had always been able to present in- 
formation in a form and language ac- 
ceptable to his fellow scientists. It 
was difficult to realize that his way 
of setting forth the results of the re- 
search was not adequate for everyone. 
Like many specialists, the chemist did 
not think of structuring his material 
from the general to the particular be- 
cause he had always worked from the 
inductive approach — details, correla- 
tion, and conclusions. 
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Auditory and Visual 


Another thing to consider is that a 
certain number of people seem to be 
more auditory, or aural, than visual. 
Some learn by listening, others by see- 
ing. This does not mean that there is 
a sharp demarcation of those who are 
100 percent auditory or 100 percent 
visual. Some people prefer to see or 
read, rather than hear, material; this 
may be the result of prior learning 
experiences. Others prefer to hear 
rather than read. It is not always easy 
to discover how any particular person 
wants his material packaged. He may 
not even be aware of the preference. 

A member of a staff discovered his 
superior was not reading progress re- 
ports regularly submitted. So the staff 
member decided the chief was aural 
rather than visual. The next time a 
report was submitted, the subordinate 
made an appointment and went by to 
talk to the chief about the work and 
handed him the report. During the 
course of the conversation, the superior 
answered the telephone, and said, 
“Please don’t write me a report; I 
already have more stuff piled up here 
now than I can read. There is too 
much paperwork these days. Just come 
by and tell me about it.” From then 
on, the subordinate tried, when pos- 
sible, to present oral reports. He al- 
ways prepared a written report for the 
files, but found his superior preferred 
to hear what was being done. 


Concentration 


People concentrate for different 
periods of time and are more receptive 
at some times than at others. The at- 
tention span seems to be quite short. 
The listener’s span of attention also 
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seems to vary with interest in the sub- 
ject. Long introductory sections, so 
familiar and dear to scholars, seem to 
reduce attention rather rapidly. It 
is hard to communicate with someone 
who lacks interest or is tired. Further- 
more, there may be other things of 
more immediate consequence to the lis- 
tener so that he does not give full at- 
tention to what is being said; his mind 
is somewhere else. An experiment with 
an adolescent who does not want ad- 
vice but only permission to use the 
family car will provide convincing 
proof on this point. He will appear to 
be listening respectfully and will say, 
“Yes sir, I’ll drive carefully and not 
speed.” The lecture on the hazards of 
the road, however, will go right over 
his head. He never hears the fatherly 
admonition. All he wants is the keys 
to the car. That is the meaningful 
signal to him. 

Where people are vitally concerned, 
they struggle to get the message in 
spite of inept communication. If some- 
one announced that he could save 
everyone at least 25 percent on income 
tax, he would have a large audience 
which would give him undivided atten- 
tion. Even in these situations, how- 
ever, the audience will appreciate care- 
ful structuring and adaptation to their 
needs. 


Climate of Understanding 


Listening is an important aid in com- 
munication. As difficult as it is, lis- 
tening often provides the clue that 
opens up communication. There is lit- 
tle reason to listen to a man’s words; 
the main thing is to detect the pattern 
of ideas, to perceive what he is think- 
ing as he talks. There is no advantage 
in stopping or contradicting him. To 


keep the triangles in the right relation- 
ship, one should always attempt to 
be conversational in manner. The dra- 
matic or explosive approach usually di- 
minishes communication. The quiet, 
casual tone and approach may grad- 
ually unfreeze the receiver, and he 
may reveal himself as a matter of 
course. 

The average person usually wants 
to talk, but in his own way and mood. 
Often he will first tell the listener 
what he thinks the listener wants to 
hear; then as the situation becomes 
more compatible and harmonious, he 
will settle down, help develop the com- 
mon denominators to create the at- 
mosphere for an authentic conversa- 
tion. The right climate of understand- 
ing is all-important in this situation. 


The Emotional Factor 


Emotional factors also play a signif- 
icant part in effective communication. 
When involved in a situation, a per- 
son finds it difficult to disengage him- 
self, and his communication, though 
sometimes vigorous and colorful, is 
usually prejudiced and unreliable. 
Whenever there is a personal interest 
in the situation, there is usually an 
emotional factor. Parents become 
acutely aware of this disadvantage 
when counselling their children. A 
teacher and scholar, who had dealt 
with youth for a long time, tried to 
counsel his son but found himself 
emotionally involved; his whole atti- 
tude and language betrayed anxiety. 
Time after time, he wrote the lad and 
gave him advice that had been helpful 
to other people. Finally, the boy, who 
enjoyed the very happiest relationship 
with his father, said one day, “Dad, 
I appreciate your advice, but you don’t 
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get through to me.” Other people 
could, perhaps, “get through,” but Dad 
had failed. Why? The father had not 
recognized his own emotional involve- 
ment and, therefore, his inability to 
communicate. 

It may well be asked how anyone 
can be objective and unemotional. In 
his own affairs, that person is rare in- 
deed who has enough perspective and 
toughness to escape from himself. 
When looking at the other person’s 
problems, his view is sharper and 
clearer. It is, however, most important 
to recognize the personal/emotional re- 
lationship so that if it colors and dis- 
torts, then the one attempting the com- 
munication can either withdraw or get 
someone else to help. To have suffered 
through the agony of the personal is 
to be forewarned against the errone- 
ous picture created by someone else 
who is perhaps unconsciously falling 
into the same trap. 


Differences 


The fact of difference affects all 
communication patterns. Different 
types of people have individual ways 
of expressing themselves. Tempera- 
ment appears in communication; a 
person may range from the aggressive 
to the timid. He may be an extrovert, 
an introvert, or a combination; and 
from time to time may shift, depend- 
ing on circumstances. Among other 
factors, schooling, family, geography 
and social status affect communica- 
tions as do experience, maturity, and 
attainments. 

There is no point in being impatient 
with the other fellow because he does 
not catch on as rapidly as some, or 
does not readily understand the situa- 
tion as well as he might. The creator 
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of the signal may be at fault. A busi- 
ness executive once wrote a letter to a 
number of customers and was aston- 
ished to get back replies that annoyed 
him in the extreme. The recipients of 
the letters seemed to be confused, if 
not stupid; they did not understand. 
When the letter was referred to an- 
other person in the company, it was 
discovered that the executive had 
written from his own background and 
had never taken the trouble to encode 
the material in terms of his customers. 
He had one background, they another, 
and he thought they ought to know this 
information because it was well-known 
to him. This false assumption had 
caused considerable inconvenience and 
expense; he had not considered that he 
might be at fault in not providing 
necessary data. 

Areas of likeness also affect com- 
munication. Where do the common 
denominators of background, charac- 
ter, temperament, profession, race, ex- 
perience meet? The first step is to 
explore the man receiving the message. 
Will he let anyone in? One type is shy 
or afraid of intimate approaches. 
Being sensitive, he sets up almost im- 
penetrable defenses. He needs time 
to come out of his shell. The introvert 
who works with things rather than 
with people is especially difficult. He 
avoids and evades every situation that 
subjects him to close contact. He wants 
to run away. He is not going to open 
up readily. This does not indicate, 
however, that he fails to get the mes- 
sage or lacks interest. He takes a 


longer time to warm up or remove the 
barriers. 

Another type, more extrovert, tends 
to open up at once. He may talk so 
much that he never listens long enough 
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to get the message. He is an over- 
verbalizer. The extrovert may, in fact, 
be more difficult because he seems to 
establish CD so readily, when all he 
has is a superficial, faulty grasp of 
the message. There is also the person 
who has cunningly developed an ex- 
ternal heartiness of manner to prevent 
revealing himself as he actually is. He 
can be an extremely difficult person 
because he is deceptive. 


Compatibility 


Personality seems to enter into this 
whole field. For no apparent reason a 
person may respond more readily to 
one individual than to another. There 
appears to be a law of compatibility 
which comes into play in odd ways and 
brings together people who seem to 
have nothing whatever in common. 
Yet they find they can communicate 
with ease and pleasure. There may be 
some fundamental but unrecognized 
and unappreciated apparatus so subtle 
that it has not yet been identified. Suc- 
cessful communication seems to take 
place at times between diametrically 
opposite types. 

It is also well known that easy 
camaraderie can be established among 
men of like mind, profession, or back- 
ground, though their temperaments 
may differ. In other words, it is easier, 
by virtue of CD, to talk to another en- 
gineer, doctor, lawyer, or businessman 
than to someone who is a member of 
a different guild. Another area of like- 
ness is the common desire to learn 
more and learn it well. People who 
are serious about their business and 
like to know more than they do at the 
present time are always eager for new 
knowledge and seem willing to com- 


municate more readily to obtain badly 
needed information. 

Professional competence and desire 
for perfection are also fruitful areas 
of likeness to help establish CD. There 
is another area which may be described 
as loyalty to the group or profession. 
This is a type of esprit de corps; hard 
won and acknowledged performance 
makes communication easier. Every 
man worth his salt is proud of good, 
solid achievement whether it be in his 
company or profession, and he can 
more easily encode and forward a mes- 
sage because he has been there. He 
has the feel of the thing, and his voice 
and manner convey and inspire con- 
fidence. People notice this immedi- 
ately and seek to communicate with a 
competent scholar, physician, or law- 
yer, because of his reputation. In this 
situation, of course, the area of likeness 
is well established and communication 
comes much easier because barriers 
are rapidly broken down. 


The Use of Words 


Language and semantics are im- 
portant in effective communication. 
Language is nothing in itself, being 
only a series of grunts and animal 
noises. Ug-ug-a-ug, subject to innu- 
merable different interpretations, may 
mean anything, depending on time, 
place, and circumstances. Pig-Latin 
and the most sophisticated, specialized 
vocabulary are nothing more than the 
urge to find a language in which to say 
what is on one’s mind. 

Language represents and reflects 
social attitudes and customs. It is an 
instrument for conveying and receiv- 
ing ideas. As has been pointed out 
many times, words are merely symbols, 
not things. Except for a few scientific 
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terms to which men have agreed to 
attach specific meanings, words rarely 
have a fixed, unchanging definition. 
They carry reports, judgments, and 
implications, and the problem is to be 
sure that the right inference or decod- 
ing takes place. Often unconsciously, 
people hear and infer what they like 
and omit or ignore disagreeable facts 
and ideas. 

Definitions do not originate in 
heaven but are made by earthlings 
struggling to fit word to idea. As a 
result, words are slippery, taking on 
different coloring depending, to a con- 
siderable extent, on the particular 
usage of the person trying to com- 
municate. T. S. Eliot, in “Burnt Nor- 
ton,” comments on the difficulty in 
using words: 

Words strain, 
Crack and sometimes break, under the burden, 
Under the tension, slip, slide, perish, 
Decay with imprecision, will not stay in place, 
Will not stay still.* 

The basic requirement here is to be 
certain that the one who receives the 
message defines the word the same 
way. Socrates insisted that in any dis- 
cussion or argument there should first 
be adequate definition, second, clearly 
defined areas of scope for the discus- 
sion, and then a carefully prescribed 
language level. He knew that people 
could and would misconstrue or mis- 
interpret words and get into trouble, 
or twist the meaning to suit them- 
selves. 

It must be reemphasized that defi- 
nitions are never final; they are con- 
stantly changing and shifting and a 
dictionary is primarily a census of 
what is and has been used by men. 
Words come in and out of fashion: 
some remain in use, others become ob- 
solete and disappear or change their 
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meanings with the passage of time. 
Those who have chased a word through 
a dictionary from one synonym to an- 
other know how easy it is to become 
confused and baffled in this circular 
pursuit for accurate definition. 


The Context 


The context of any statement has to 
be handled with the greatest care when 
trying to exchange ideas effectively. 
It is all too easy to give the wrong 
impression or message by faulty or 
careless word usage. Slanted and load- 
ed words can create an emotional at- 
mosphere in which communication 
ceases altogether. Unpleasant refer- 
ences to members of minority groups 
or obviously derogatory remarks or 
tag phrases about people or situations 
set up barriers almost impossible to 
overcome. Everyone is familiar with 
fighting words that block thought and 
prevent calm, reasoned exchanges. 
Emotional overtones in words have to 
be avoided as much as possible. Ab- 
stract words like honor, integrity, and 
loyalty are particularly vexing and 
dangerous. “My country” describing 
one’s native heath is quite different 
from “a country.” 

False inferences also mar communi- 
cation patterns. People draw the mean- 
ing from a statement or a situation 
which may be totally incorrect and 
leave an inadequate communication 
pattern. Everyone has witnessed a 
malicious gossip in action or has seen 
a simple statement about a broken leg 
become, by the end of the day, a major 
disability. Some people cannot resist 
the temptation to exaggerate or em- 
broider the facts. Sheer fabrication 
is so much more colorful and juicy 
than plain fact. 








1961 COMMUNICATIONS FOR THE LAYMAN 75 


Manner of statement can be most 
important. Inflection of the voice can 
be misleading; the way of saying a 
thing, the tone of a statement, will 
frequently leave the recipient happy or 
angry. Everyone speaks several dif- 
ferent languages, depending upon the 
circumstances. Language levels and 
intensities vary with occasion, occupa- 
tion, social, academic, and professional 
status. Effective communication is 
complex and demanding. There is no 
way of being sure that communication 
can or has been completely successful. 
Certainly, however, there are guide 
lines to assist in establishing exchange 
of messages between individuals or 
groups. 


SUMMARY 


In summary, diversities of gifts 
must be recognized and appreciated. 
Anyone attempting to communicate ef- 
fectively must possess flexibility of 
mind, vast tolerance, and a recognition 
of differences and likenesses in people. 
Keen awareness of the strength and 
limitation of language and a compre- 
hension of its different levels and vo- 
cabularies are essential. There must 
also be humility, compassion, and sen- 
sitivity to other people because a con- 
genial atmosphere must exist, to some 
degree, for communication to take 
place. 


1. From Meeting with Japan, by Fosco Mar- 
aini, by permission of the publishers, The 
Viking Press, Inc. 


2. From The Open Mind, copyright 1955 
by J. Robert Oppenheimer, by permission 
of the publishers, Simon and Schuster, Inc. 


In every human being, something 
is going on inside as well as outside 
in terms of communication, and this 
area, unknown often to the originator 
of the message, must be taken into 
account. Communication is going on 
all the time and may fail or be inef- 
fective because something was not said 
or was oververbalized. 

Communication involves attitude 
and there is no easy formula or quick 
way to exchange views or information. 
It is doubtful whether one can do more 
than create a signal and hope someone 
else will want and be able to receive 
it. Man, a mass of emotions, drives, 
and thoughts, is the starting point for 
communication. As more progress is 
made toward understanding the rela- 
tionships between human beings, with 
their quirks and quibbles, subtle ar- 
rangement of ideas, and different 
languages, there may develop better 
ways for men to communicate. 

One thing is certain: it is imperative 
in these days to make every effort to 
improve communication because, as 
Hannah Ahrend has cogently observed 
in The Human Condition: 


Whatever men do or know or experience 
can make sense only to the extent that it 
can be spoken. ... Men in the plural, that is, 
men insofar as they live and move and act 
in this world, can experience meaningfulness 
only because they can talk with and make 
sense to each other and themselves.‘ 


3. From “Burnt Norton” in Four Quartets, 
copyright 1943 by T. S. Eliot. Reprinted by 
permission of Harcourt, Brace and Company, 
Ine. 

4. From The Human Condition, by Hannah 
Ahrend, reprinted by permission of the Uni- 
versity of Chicago Press. 
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American Automobile Manufacturers 


“The automobile will never amount 
to nothing” said the village blacksmith 
to my father about 1910. He was 
struggling with an early model car 
owned by some adventurous and pros- 
perous citizen. “Why, it would cost 
you a dollar a day if you never took 
it out of the barn.” He then proceeded 
to patiently explain to me the fact of 
depreciation. Even as a very young 
boy his logic struck me as irrefutable. 
True, the automobile was no longer a 
curiosity on dusty country roads. But 
I had no difficulty in understanding the 
meaning of a dollar a day. To me this 
was an enormous sum. As a matter 
of fact, it was without doubt at least 
half the average family income in this 
small village in the upper Middle West. 
How could an industry grow and de- 
velop if its product could only be 
bought by rich people? At that mo- 
ment I would not have given a nickel 
a share for the stock of the Ford Motor 
Company. 

This youthful judgment was, I am 
sure, shared by many, perhaps a ma- 
jority, but it turned out to be wrong. 
What I did not comprehend was that 
the automobile was to turn out to be 
something more than merely a “con- 
sumer good” that men could afford or 
could not afford. I could not under- 
stand that the automobile might be- 
come an instrument to raise men’s 


1. John B. Rae, American Automobile Manu- 
facturers; The First Forty Years. Phila- 


delphia and New York: Chilton & Company, 
1960. 





productive capacity. Neither did I 
understand the possibility of relative 
cost reduction through mass produc- 
tion. 

The America of that day was still 
a mud-road, horse and buggy country, 
but it was not destined to remain that 
way for long. In just a few years, the 
industry that the blacksmith and I 
knew would “‘never amount to nothing”’ 
was to expand enormously the produc- 
tive power of the nation and to provide 
new pleasures for the millions. For- 
tunately this rambunctious new indus- 
try paid little attention to the opinions 
of such cautious conservatives as the 
blacksmith and I. America has not 
been the same since. 

The book under review! is not ad- 
dressed to the antique car enthusiast, 
neither is it concerned, except very 
incidentally, with the mechanical evolu- 
tion of the automobile. It is serious, 
well documented history. But Mr. Rae 
has succeeded in demonstrating that 
business history does not have to be 
dull. The ample documentation is sep- 
arated from the text, which makes for 
easy reading. There are twenty-three 
pages of pictures of early cars, as- 
sembly lines, and men prominent in 
the industry. Moreover, the author’s 
writing style is easy to follow, and his 
enthusiasm comes through to the 
reader. Though the book is not designed 
as entertainment, it is, in fact, fully as 
interesting and absorbing as many 
books that are directed to this end. 

While the author begins with the 
origins of the industry a little before 
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the turn of the century and concludes 
with 1935, it is by no means a mere 
chronology. Mr. Rae has attempted to 
analyze and deal with such matters as 
the reasons for shifts in industry loca- 
tion, and the backgrounds of men who 
built the industry. If he seems a 
little bit baffled at times it is because 
the facts are somewhat baffling. It is 
true that the industry moved from 
New England to the Michigan area, 
but it is not entirely clear just why 
this shift occurred. He thinks that the 
reason is not to be found in the alleged 
fact that middle western bankers were 
more willing than eastern bankers to 
risk their funds in speculative enter- 
prises. He considers that the Middle 
West, along the southern edge of the 
Great Lakes, did offer some advan- 
tages with respect to ease of trans- 
portation and accessibility to raw 
material. The concentration of the in- 
dustry in the Michigan area he attri- 
butes, however, to a series of happy 
accidents. Except for these circum- 
stances the industry might have be- 
come concentrated in Chicago, Toledo, 
Cleveland or even Buffalo. He seems 
less baffled in the matter of the occu- 
pational and educational backgrounds 
of the men who built the industry. 
The automobile industry was not built 
by administrative trainees and organ- 
ization men, but by a heterogeneous 
group of bicycle mechanics, coal 
dealers, carriage makers, machine 
shop proprietors, and assorted 
dreamers. But he does present rather 
convincing evidence to substantiate the 
belief that the number of college 
trained engineers in this first genera- 
tion of automotive entrepreneurs was 
surprisingly large considering that en- 
gineering degrees were something of 


a rarity in the United States until the 
twentieth century. In this group were 
Elwood Haynes, Hiram P. Maxim, 
Alfred P. Sloan, Samuel T. Davis, 
Howard E. Coffin, Windsor T. and 
Rollin C. White, Ross W. Judson, 
James W. Packard, Henry B. Joy, and 
Harry M. Jewett. 

Even so, the engineers were out- 
numbered and to some extent over- 
shadowed by the men who had been 
trained as machinists and mechanics. 
This group included Henry Ford, R. E. 
Olds, Henry M. Leland, Alexander 
Winton, Walter Chrysler, Howard C. 
Marmon, Elmer Apperson, John and 
Horace Dodge, J. D. Maxwell, C. H. 
Wills, William S. Knudsen, and the 
Duryea brothers. 

The author thinks it is significant 
that so few of the industry leaders fall 
outside one or the other of these two 
groups. A technological background 
either as a trained engineer or as a 
mechanic of some sort appears to have 
been almost a prerequisite to success 
in the industry. William C. Durant 
and John N. Willys are the two really 
conspicuous examples of men reaching 
the top without any significant tech- 
nological background, and it is per- 
haps not without significance that 
while both of these men rose to the 
top, they also fell hard. Veblen’s the- 
ory that business entrepreneurs make 
money by sabotaging the productive 
efforts of engineers finds little support 
in the history of the automobile in- 
dustry. 

But this is perhaps not so surprising 
in the light of the fact that in the early 
years of the industry very little capital 
was required. The early cars were not 
so much manufactured as they were as- 
sembled. Any good mechanic could buy 
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standard parts and assemble a car in 
the backyard or in a rented machine 
shop; in fact hundreds did. A good 
deal of the advertising of early cars 
stressed the brand names and excel- 
lence of purchased parts. Prominently 
mentioned were Bosch magnetos, At- 
water Kent ignition systems and 
Warner transmissions. Moreover, cap- 
ital requirements were kept low be- 
cause the market for cars was un- 
saturated. In return for exclusive 
territorial rights, producers were able 
to obtain substantial deposits on orders 
from dealers and to receive full pay- 
ment on delivery. Moreover, liberal 
credit terms were available from the 
well-established parts makers. Entry 
into the industry was not limited to 
those who could command large 
amounts of capital. 

We may surmise also that estab- 
lished business entrepreneurs were not 
attracted to the industry because they 
reasoned very much as the blacksmith 
and I did. The automobile was an ex- 
pensive luxury, and its market would 
be limited because only the rich could 
afford it. The motley collection of 
dreamers who seemed to be obsessed 
with the idea of combustion on wheels 
did not know this, and so they built 
the industry anyway. 

Finally, the author considers that the 
economic environment of almost com- 
plete freedom of enterprise and ab- 
sence of trade barriers in the domestic 
market made the rapid growth of the 
industry possible. Actually the indus- 
try began in Europe earlier than it 
did in the United States but there the 
automobile remained an _ expensive 
luxury because trade barriers pre- 
vented the attainment of a mass pro- 
duction basis for many years. The 
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author reports, for example, that Mor- 
ris Motors of Great Britain did not 
begin to use the moving assembly line 
until 1934. 

Neither did any restraints come 
from within the industry. The only 
suggestion of an attempt to limit pro- 
duction or fix prices came during the 
short lifetime of the Association of 
Licensed Automobile Manufacturers 
(the Seldon Patent). This feeble ef- 
fort died aborning and there is noi the 
slightest evidence that the A.L.A.M. 
could have enforced any such policy. 

Certainly the remarkable growth of 
motor vehicle manufacturing in the 
United States makes a convincing case 
for freedom of enterprise. The fact 
that the industry is now concentrated 
in few hands has not resulted in a 
cartel or destroyed the small business 
man. The author concludes by para- 
phrasing Patrick Henry, “If this be 
Capitalism, make the most of it.” 

O. K. Burrell 
Professor of Finance 
University of Oregon 


Traffics and Discoveries 


We hear a great deal about the over- 
compartmentalized and over-special- 
ized environment in which we live: 
of the narrow interest of educated 
men who know more and more about 
less and less. Ours is a culture poor 
in imagination, rooted in material- 
ism, rich in technical skills that serve 
to accentuate the poverty of our in- 
tellectual life—these are common com- 
plaints. Yet there is much evidence 
to refute the charge. The two books 
under review are a case in point. For 
them to be produced at all, there had 
to be an informed public curious about 
cultural horizons. The student of busi- 
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ness history has the prospect of many 
pleasurable hours in the reading of 
The Ancient Mariners and The Dis- 
covery of the World.1 In the first, 
Lionel Casson, Professor of Classics 
at New York University and an ama- 
teur sailor for many years, examines 
in great detail the economics of the 
ancient world and the art of naviga- 
tion that made international trade pos- 
sible. In the words of one impressed 
reviewer, it is “a book that has not 
been written before in any language” 
for the reason that only a man with 
an extraordinary combination of qual- 
ifications could write it. As a clas- 
sicist, Dr. Casson is acquainted with 
the prehistory and history of the west- 
ern world; as a business historian, he 
interprets much of this past in terms 
of economics; as a student of naval 
architecture he is able to furnish the 
technological reasons why one country 
could attain naval (and hence eco- 
nomic) supremacy at a given period. 

In describing such a book the temp- 
tation is to pick out items of unusual 
interest: the method of financing the 
grain trade on the Athenian exchange, 
the colonial system of the Phoenicians, 
the relation between trade and the de- 
velopment of the alphabet, the inven- 
tion of the three-banked galley, which 
gave Athens naval supremacy, the de- 
vising of a grappling mechanism which 
cost the same state its empire when the 
Spartan warships employed this in- 
novation. To discuss Dr. Casson’s study 
solely in terms of its separate fascina- 
tions is to do it an injustice, for it is 
a carefully organized and thorough- 


1. Lionel Casson, The Ancient Mariners. 
New York: Macmillan, 1959. (Quoted mate- 
rial used with the publisher’s permission). 
Albert Bettex, The Discovery of the World. 
New York: Simon & Schuster, 1960. 








going history of a highly specialized 
kind. Beginning with the rise of inter- 
national trade, the author deals with 
the Egyptians, Greeks, Phoenicians 
and Romans in turn, and ends with 
the Byzantine Empire, which defended 
its sea power against the encroaching 
Arabs for centuries by means of the 
fearful secret weapon of Greek fire. 
Economists and business readers 
will be impressed by the considerable 
attention to details of business proce- 
dures in antiquity; classical students 
will appreciate the glossary of Greek 
and Latin nautical terminology; the 
numerous illustrations from painting 
and sculpture, showing the minutiae 
of ship-rigging and -fitting will appeal 
to art students and archaeologists. It 
is to be hoped that this book will 
reach the wide audience it deserves, 
both among these specialists and with 
an intellectually curious general pub- 
lic. A single quotation will serve to 
demonstrate The Ancient Mariners’ 
appeal. To illustrate the extent of 
Rome’s dependence upon overseas com- 
merce, the author writes as follows: 
The Roman man in the street ate bread baked 
with wheat grown in North Africa or Egypt, 
and fish that had been caught and dried near 
Gibraltar. He cooked with north African 
oil in pots and pans of copper mined in 
Spain, ate off dishes fired in French kilns, 
drank wine from Spain or France and, if 
he spilled any of his dinner on his toga, had 
it cleaned with fuller’s earth from the 
Aegean Islands. The Roman of wealth dressed 
in garments of wool from Miletus or linen 
from Egypt; his wife wore silks from China, 
adorned herself with diamonds and pearls 
from India, and made up with cosmetics 
from South Arabia. He seasoned his food 
with Indian pepper and sweetened it with 
Athenian honey, had it served in dishes of 
Spanish silver on tables of African citrus 
wood, and washed it down with Sicilian 
wine poured from decanters of Syrian glass. 
He lived in a house whose walls were cov- 


ered with colored marble veneer quarried 
in Asia Minor; his furniture was of Indian 
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ebony or teak inlaid with African ivory, 
and his rooms were filled with statues im- 
ported from Greece. Staples and luxuries, 
from as near as France and as far as China, 
poured into the capital, enough of the one to 
feed a million people, and of the other to 
satisfy the extravagances of the political, 
social, and economic rulers of the western 
world. 

The second book under consideration 
is, among other things, a complement 
to the first. The Discovery of the 
World, a breathtakingly handsome 
large quarto, produced with the aid of 
all the special knowledge of color re- 
production for which Swiss printing 
houses are famous, covers the entire 
history of exploration. While the au- 
thor is a cultural rather than an eco- 
nomic historian, he gives proper weight 
to the economic incentives for discovery 
in his relatively small amount of tex- 
tual material, most of which is con- 
centrated into several brief prelim- 
inary essays. The pictures that make 
up the bulk of the book number over 
three hundred, forty of them in admir- 
able color. They are almost all un- 
familiar (certain of the early maps 
excepted), being drawn largely from 
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archives not generally mined by Brit- 
ish or American writers. Not a single 
photograph is used, but almost every 
other artistic medium is represented, 
from Eskimo engravings on walrus 
ivory to botanists’ sketches of medic- 
inal plants in the Amazon jungle. Not 
only is this book impressive in its 
selection and scope; the cumulative 
effect of the panorama of the world, 
opening sea by sea and continent by 
continent to explorers and traders, al- 
most hypnotises the reader. 

To call these two books engrossing 
is inadequate. They should be read in 
conjunction with one another, slowly 
and in their entirety. Churchill has 
said that Latin should be studied for 
its usefulness, and Greek as a treat. 
The Ancient Mariners and The Dis- 
covery of the World will surely be use- 
ful to the business reader as sources 
of information; more important by 
far, they are the greatest possible treat. 

Anne C. Garrison, Editor 
Bureau of Business and 
Economic Research 
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EDWARD W. SMyYKAY, Associate Professor of 
Business Administration, and 


FRANK H. MOSSMAN, Professor of Business 
Administration, co-authors with Donald J. 
Bowersox, Assistant Director, Business De- 
velopment, Railway Express Agency, Phys- 
ical Distribution Management: The Logis- 
tics Problems of the Firm. New York: The 
Macmillan Company. A correlation of trans- 
portation and marketing considerations in 
the interest of more efficient realization of 
the firm’s marketing objectives. 


JOSEPH W. THOMPSON, Director, School of 
Hotel, Restaurant and Institutional Man- 
agement, and Professor Steven J. Shaw, 
University of South Carolina, Salesman- 


ship: Modern Viewpoints on Personal Com- 
munication. New York: Henry Holt and 
Company, Inc. The special knowledge of 
psychology, sociology and anthropology in- 
troduced into sales theory. 


EDWARD W. WEIDNER, Professor of Political 
Science, co-author with Professor William 
Anderson, Emeritus, University of Minne- 
sota, and Associate Professor Clara Penni- 
man, University of Wisconsin, Government 
in the Fifty States. Revised edition. New 
York: Holt, Rinehart and Winston, Ince. 
An examination of the interdependence of 
state and local levels of government. Also 
Intergovernmental Relations as Seen By 
Public Officials. Minneapolis: University 
of Minnesota Press. Intergovernmental re- 
lations in the United States as observed in 
the state of Minnesota. 








